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N ABSTRACT

xj>'SInce pressure to contain health care costs is
Increasing, dispensing pharmaceutlcdls by mail iIs
becoming an attractive alternative. Mail service
pharmacy Is a form of pharmacy practice that dispenses
medications through the mail and delivery services.
Ingredient costs of prescriptions have been increasing
at almost twice the rate of the Consumer Price Index
over the past decade. The cost of prescription drugs
has also increased more than hospitalization or
physician fees during this time. 1In the civilian
community many employer-sponsored mail service drug
programs have become increasingly popuiar in recent
yearsk\ The military has addressed this Issue but has
not conducted cost-effectiveness studies of possible
options. This research examines the feasibi: ity of
establishing a Tri-service mail order pharmacy system
for out-patient refill maintenance prescription drugs.
Four models are assessed to determine the consequences
of mail order dispensing on the milltary prescription
refill system. The study ldentifles the major cost
components associated with pharmaceutical dellivery of

each of these models (Ingredient costs, dispensing. (—Qp
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Mail Order Pharmacy System

costs or cost of labor, equipment, facility and mail).
The four models analyzed are: A) the baseline or
current cost model; B) the centralized Medical
Treatment Facitity (MTF) mail service model; C) the
decentralized MTF mail service model; and D) the
civilian management contract mail service model.‘ After
comparing the three alternatlves_tq ?E%wbésﬁLl"é» and
then to each other,‘i? was determined that Model D
would be an appropriate and cost-saving alternative to
the present system.\~Analysls showed that
implementation of mode! D would cost the government
approximately $700,000 more ner year on reflill costs.
A bigger savings Is realized, however, when one
analyzes the Impact of the military spaces saved by
contracting for a mail order pharmacy service. From
the three Army MTFs in the Washington area alone,
contracting the refill Jjob to a civilian firm would
save the military approximately 97 directly

recognizable manpower spaces per year. When one adds

the number of support personnel Jobs no longer required

after such a savings, it becomes readlly apparent that
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contracted mall order pharmacy service is the route for

the miilitary’s future.
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ABSTRACT

Since pressure to contain health care costs Is
increasing, dispensing pharmaceuticais by mail iIs
becoming an attractive alternative. Mail service
pharmacy is a form of pharmacy practice that dispenses
medications through the mail and delivery services.
Ingredient costs of prescriptions have been increasing
at almost twice the rate of the Consumer Price Index
over the past decade. The cost of prescription drugs
has also increased more than hospitatlization or
physician fees during this time. 1In the civillian
community many employer-sponsored malil service drug
programs have become increasingly popular Iin recent
years. The milltary has addressed this Issue but has
not conducted cost-effectliveness studies of possible
options. This research examines the feasibility of
establishing a Tri-service mall order pharmacy system
for out-patient refill malintenance prescription dirugs.
Four models are assessed to determine the consequences
of mall order dispensing on the military prescription
refill system. The study ldentifles the major cost
components associated with pharmaceutical delivery of

each of these modeis (ingredient costs, dispensing
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costs or cost of labor, equipment, facility and maitl).
The four models analyzed are: A) the baseline or
current cost model; B) the centralized Medicai
Treatment Facility (MTF) mail service model; C) the
decentraiized MTF mail service model; and D) the
civiiian management contract mail service model. After
comparing the three alternatives to the baseline, and
then to each other, it was determined that Model D
would be an appropriate and cost-saving alternative to
the present system. Analysis showed that
implementation of model D would cost the government
approximately $700,000 more per year on refill costs.

A bigger savings iIs realized, however, when one
analyzes the impact of the military spaces saved by
contracting for a mall order pharmacy service. From
the three Army MTFs in the Washington area alone,
contracting the refill Job to a civiltian firm would
save the milltary approximately 97 directly
recognlzable manpower spaces per year. When one adds
the number of support personnel jobs no longer required

after such a savings, |t becomes readlly apparent that
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contracted mail order pharmacy service is the route for

the military’s future.
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What is the Feasibility of Establishing
A Tri-Service Mail Order

Pharmacy System?

I. Introduction

Conditions Which Prompted the Study

Controlling resources is a vital concern of
managers in all organizations. A key factor in this
concern is understanding the cost of the resources
needed for activities accomplished or planned by
management (Suver et al, 1988). Since pressure to
contaln health care cost is iIncreasing, dispensing
pharmaceuticals by mail Is becoming an attractive way
to ensure adequate service coverage without
compromising quality. Ingredient costs of
prescriptions have been increasing at almost twice the
rate of the Consumer Price index over the past decade.
Last year prescription drug prices rose nearly a full
percentage point higher than the ov.rall cost of

medical care- 7.8 percent compared to 6.9 percent.
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Drug cost increases were nearly double the rise in the
overall consumer price index for 1888 (Vibbert, 1989).
The cost of prescription drugs also has increased more
than hospitalization or physician fees during this time
(Barbieri, et al, 1987, Vibbert, 1888). An article in
Time magazine reports that the price of prescription
drugs has Jumped 135 percent over the last decade, and
inflation has climbed 53 percent In the same stretch
(Iime, January 8, 1980). The aging of the population,
coupled with advances in the development of new drugs,
will continue to spur concern over future cost
increases. The Pharmaceutical Manufacturers
Assoclation says price increases are a direct result of
research and development costs and that these R&D costs
double every flve years (Vibbert, 1989). To counter
the spiraling drug cost trend, one viable alternative
may well be a change In distribution methods.

In the miiitary health care system, an additional
factor conspires to drive up the cost to regular
benefliclarlies. There are many beneficiaries (retired

military, actlive-duty recruiters, ROTC personnel and
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all their families) who are living In isolated areas,
or in parts of the country not easily served by a
Uniformed Services Medical Treatment Facility (MTF).
Due to Inconvenient and unfavorable commuting
distances, this popuiation has opted to use CHAMPUS
(Civilian Health and Medical Program for the Unlformed
Services), Supplemental Care, third-party payers, or
has paid out-of-pocket, rather than use the nearest (or
distant) MTF for pharmaceutical services. The retirees
and their family members, most on fixed Incomes and
many of them elderly with chronic medical conditions,
use high voiume and frequently, high-cost prescription
drugs (Karls et al, 1989). in the civilian community,
this anomaly of eliglible beneflclaries at distance from
thelr closest supporting pharmacy has been answered by
employer-sponsored prescription drug programs. To cut
costs and to respond to the needs of thelr personnel,
these programs have become Increasingly popular in
recent years. The mllitary has addressed the high cost
and inconvenient pharmacy Issue but has yet to conduct

cost-effectiveness studies of possiblie options. The
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question of determining the feasibility of establishing
a mail service pharmacy as a means of producing CHAMPUS
cost savings to the Department of Defense, and a
greater convenience to a majority of beneficléries has
been asked by many military pharmacists but not
vigorously pursued (Danielski, 198%a).

Pharmacy workloads in many miiitary medical
treatment facillities far exceed staff capabilities,
with resultant patient dissatisfaction, especlally with
Increased walting times for prescription fills.
Additionally, civilian pharmacist salaries in the past
few years have . ilsen considerably. Thus, In large
metropol itan areas, |ike Washington, D.C., salaries In
excess of $50,000 for graduate pharmacists have
severely hampered the Army Medical Department’'s (AMEDD)
recrultment and retentlion programs for both offlcer and
clvillian registered pharmaclsts (Danlelskli, 198%a).
According to Colonel Cammarata (27 December, 1889),
Army Pharmacy Consultant, Office of the Surgeon
General, Army Pharmaclist accessions this past year

(1989) were at the 75% level with only 20 accessions
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for 27 positions.

In light of the above problems, this study lIs
conducted to examine the feasiblility of establishing a
Tri-Service Mail Order Pharmacy Service for out-patient
refill maintenance prescriptions. A cost analyslis
study of several possible alternatives is investigated.
The study identifies the major cost components
assoclated with each pharmaceutical delivery model, and
compares equivalent costs (savings) and effectiveness
(service efficlency). The alternatives or models
considered in this study iInciude the following:

1. cCurrent model or basellne (CHAMPUS
reimbursements and MTF(s) refill of out-patient
prescription drugs)

2. Mall service model- centrallzed

3. Mail service model- decentrallzed

4. Mallil service model- clivilian management

contract

Management Problem Question

What iIs the feaslibility of establishing a
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Tri-Service mail order pharmacy system to serve
Department of Defense beneficliaries of the military

health care system?

History

Sirce pressure to reduce health care costs is
increasing, dispensing pharmaceuticals by mail Is
becoming an attractive way for iIndividual patients and
corporations to ensure adequate service coverage
without compromising quality (Enright, 1987a).
Defined, mall service pharmacy (MSP) is a form of
pharmacy practice that dispenses medications through
the mail. Providing pharmaceuticals by mall Is not a
new concept, however, and has been avallabie to the
public for over half a century (Cropsey, Schwarz,
O‘Brien, 1988). The practice of mailing medications
originated Iin rural America. Prior to the post World
War |1l boom In automoblles and super highways,
residents in rural regions of the United States had

been dependent upon the postal system to deliver
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medications, health products, dental items, home
laboratory products, and therapeutic aids (Wertheimer &
Knoben, 1973; Cropsey, Schwarz, O'Brien, 1988). What
ls new In the realm of mall service pharmacy is the
enthusiasm and growlng acceptance of the practice and
the tremendous potential for growth in this
cost-containment, yet quality-consclous health care
arena.

The growth of mall service pharmacles can be
described as explosive. Over the last decade, sales
from mall service pharmacles have grown about 50%
annually, grossing $100 million In 1981 and rising to
$1.9 billlon by 1988. By 1995, sales should near $9
billlon, representing a compounded annual growth rate
of 25% (Christle, L., Ed., September 1989). In 1986,
the pharmacy Industry predicted a 30% annual growth for
mall service over the next flve years, commanding a 10%
market share by 1991 and a 18.6% share by 1985,
(Codllng, 1987; Konner, 1988, Vibbert, 1989).
Currently, mall service pharmacies’ sales of $1.9

blltlon account for 11 percent of the total outpatient
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maintenance drug industry (Vibbert, 19888). More than a
dozen organizations are involved, ranging from the
Veterans Administration (VA) to the American
Association of Retired Persons (AARP) to for-profit
corporations that offer funded benefit programs, which
are largely underwritten by employers or unions. Their
Iinterest has spurred the growth of the Industry; but,
what forces have driven these organizations, and others
llke them to turn from standard pharmaceutlical

practices to the resurgent mall service practice?

Forces Behlind the Growth of Mall Service Dispensing
Mall service pharmacles are enjoylng a renewed and
contlihued growth for two major reasons: cost savings to
the payer, and convenlence to the patlent. Convenience
Is partlicularly attractive to older patlents who have
limited mobility and require one or two maintenance
medications. These MSPs advertise savings of 5 to 40%
on thelr drug costs (Barberi, Sydlaske and Wl lson,
1987; Codlling, 1987; Enright, 1987b; Neison, 1987). A

July 1987 Boston Consulting Group study commissioned by
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Medco Containment Services, Inc. claims mall-based
plans can save 20-25 percent of total employer drug
blills and can deliver maintenance drugs at roughly 35
percent less than elther major medical or card plan
programs (Vibbert,1989). According to Konnor (March
1986), mall service operations are volume businesses.
Thelr costs are substantially reduced because they (1)
deal In large quantities of selected Items (primarily
pharmaceutical products used to treat chronic diseases,
which account for 70% of all prescription use), (2) use
highly automated order-processing and record-keepling
systems, (3) rely on volume purchase dliscounts from
manufacturers, and (4) provide a three-~to slx-month
supply of drug products to patlents at one time. Thlis
system employs low overhead, generlc-drug-product
dispensing, quantlty buylng power, efflclent use of
supportive personnel, and technology to provide a
hlgh-qual ity product at a lower cost.

From the corporate, or employer perspective, the
same important forces behind the growth of mail service

dlspensing are price and convenlence. A study done by
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Arthur D. Little, Inc., reported by Codling (1887)
demonstrated how mail! service can iower the cost of
drugs to both a corporate benefit program and the
employees It serves through lower fees and Iingredients
costs. Mall service firms can save corporate customers
and their employees 5-40% on drug costs through volume
purchasling, generic substltution, automated dispensing,
and multi-month supplies. The convenlence of at-home

shopplng and large supplies |Is especially valued by

older Americans, and Is an Important bargaining chip In
employer-employee relatlons. Employers who seem to
care for theli personnel’'s post employment welfare gain
anh Increase |In productivity that only loyalty can add.
When this Is added to the iowered cost the employer
actually pays in health care benefits (through use of
the MSP), the employer Is doubly recompensed by using
the mall service system.

In an attempt to substantiate these claims,
var lous studlies have been conducted by non-biased
agencles to evaluate the cost of mall service programs.

Onhe such study was conducted by the actuarial firm of

10
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Sieben and Associates for Prescription Card Service, a
claims processing subsidiary of McKesson Incorporated.
Card services allow employers to provide employees with
drug benefit programs whiie at the same time cutting
down on administrative overhead costs. Emplicyees have
their prescriptions filled at a participating pharmacy
upon presentation of an identification card; patient
prescription fees are waived or reduced, with the
balance being picked up by the empioyer, but without
the attendant paperwork drill required by some systems.
Sieben’s study concluded that, although MSPs are less
expensive per unit cost, the total cost to the buyer
may be greater due to an increase in utilization and
the maximum prescribing amount allowed by the health
benefit program for drugs. Unit savings were 4%, but
the overall utilization was 9% higher, resulting in a
5% Increase in overall costs to t-e plan sponsors. (1t
should be noted, however, that the study did not
address possible benefit to the employer resulting from
diminished absenteelsm or increase in worker morale

from use of the mall service. While It is harder to
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quantify some aspects of a benefit program, these
facets should none-the-less be considered when
releasing study results.) (Cropsey, et al., 1988;
Nelson, 1987). Wastage was also cited as a
contributing factor, related to changes in
prescriptions, adverse reaction experience and
diminished need. Wastage, however, could not be
determined to be of any greater or lesser amount than
that of normal prescription patterns. This study could
be used as a baseline for program cost and use data and
as a means of Iimproving existing mail service programs.
Another exhaustive, Independent analyslis, done by
one of the nation’s leading healthcare consulting
firms, Mercer-Meidinger-Hansen (M-M-H), provides
critical Information for employers using or considering
a mail service option as a way to control! the rising
cost of prescription drug plans (1987). The M-M-H
findings were the first to provide a comparative
analysis of the actual cost experience of specific
prescription card plans before and after the

introduction of mall service option. The introduction

12




Mail Order Pharmacy System

of a mail service option to the prescription drug card
plan produced lower than expected gross costs per
cardholder (ranging from 5.9 to 10.6 percent, results
being statistically significant.) The study measured
several cost components, iIncluding gross cost per
cardholder, cost per day’'s supply, days per claim, and
number of claims per cardholder. Costs per day were
further analyzed in terms of ingredient cost,
administrative cost, and dispensing fees. The general
outcome of the study seemed to be a validation of what
users of mail service systems had been claiming all
along - that the convenience of the system, as well as
its structure, produced a real cost savings and
Increased user satisfaction.

Most of the recent |literature claims that the
savings due to the adoption of a mall service plan Is a
function of mail service utilization, plan design,
group demographics and the cost discounts assocliated

with the malill service program (Barblieri, et al, 1987).

13
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Veterans Administration Mail Service
Pharmaceutical Services,

The VA has the oldest and largest mail service
pharmacy system, with an annual volume of more than 20
milliion mall service prescriptions. This Is over half
(58%) of thelir total annual prescription voiume. The
primary objective of the VA's mall service program is
to offer greater service and convenlence for veterans
who cannot routinely pick up maintenance medications
from the VA medlical centers. With an aging general
population, the VA cllent spread may soon approximate
the normal medical center population curve. |Its
system’s abillty to respond to the more frequentiy non-
ambulatory patlent spectrum may offer Interesting
parallels for the normal MTF.

The VA program, with less time spent In patient
interface, but more focus on specific pharmaceutical
application also optimizes VA time, space and staffing
allocations. Essentlial to the success of the program

Is the sophistication of both computer and automation

14
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applications.

The VA’'s iIntent is to offer consistent quality of
service, relying on automated patient profiles, review,
and routine monitoring. To ensure this, veterans can
procure maliil services only through the VA medical
center service area to which they are assigned.

The system routinely permits flive refills, which
are shipped on recelipt of a refll!l request slip from a
patient; a 30 day supply Is usually provided at each
reflil. Early refill requests are held until the
appropriate reorder point to control overuse and
misuse. Once ail refllls have been used, the patient
is required to see a physiclian for reassessment and
renewal of the prescription. In case of an emergency,
flexlbllity In the system allows for refllling In a
community pharmacy. The pharmacy mali service program
is totally funded by the VA, with the veteran lIncurring
no out-of-pocket expense.

Amerlcan Assoclation of Retired Persons (AARP)
Mall Pharmacy Service,

AARP Mall Pharmacy Service Is an endorsed service

15
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of AARP. AARP itself does not sell prescription drugs
and therefore makes no purchases of prescription drugs
at a discount. Instead, Retired Persons Services,
which Is separately organized as a non-profit
corporation, serves AARP members through the non-profit
AARP Pharmacy Service. AARP Pharmacy Service AARP(PS)
offers lts members a nonprofit system of distribution
for pharmaceuticals, both prescription and non-
prescription. More than eight million prescriptions are
dispensed per year through ten regional pharmaceutical
centers and two walk-Iin centers, making AARP the
largest private pharmaceutical mail service provider.

The AARP(PS) established itself as the buyling
agent of drug products for Its members to reduce costs
through the development of a more economical method of
drug del ivery and to provide the highest possible
quallty of drug product.

Particlpatlon Iin the service is optional. AARP
does not claim to meet all prescription needs, but for
long-term and malntenance therapy, use of the service

may mean substantial savings.
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The AARP service offers the patient a charge
account credit system, a toll-free telephone number to
discuss prescription needs and overall drug therapy,
and a full range of leaflets covering specific and
general drug-use Information that are distributed at no
addltional charge.

A widely distributed brochure desighed for members
explalns the concept of generic drug products and the
practice of drug selection. The brochure compares
prices of more than 150 brand-name and generic products
and explains that AARP has dlspensed more than 26
million generic prescriptions without any problems, at
a savings of mlllions of dollars to the consumer.

About 10-15% of the members use the mall service
pharmacy service (AARP 1989 Annual Report).

Private, for-proflt mall services

Thils area Is composed of more than a dozen
corporations, Including subsidiaries of chaln
drugstores (e.g. Walgreens, Thrift), hospltals
(Rush-Presbyterian-St.Lukes Iin Chicago and Riverside In

Columbus, Ohio), and large corporations with

17
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health-related interests (e.g., Travenol) and general
Iinterests (e.g., Sears, J.C. Penny). Programs are
largely employer funded but may Iinvolve patient co-
payments that are usually lower than those assoclated
with major medical co-payment programs.

Medco Containment Services, [nc. leads the mail
service prescription drug benefit Industry and remalins
the only single-source provider of integrated mail
service and plastic card programs. Medco |Is the
largest competitor Iin the for-profit segment and holds
a 62% share of the segment. The number of
prescriptions dispensed in 1988 rose to 12 milllon,
wlth 16 mitllion people covered by Medco’s mall service
(Medco Annual Report, 1988).

Irends

lssues and concerns.

Employers are becoming major purchasers of
pharmaceuticals for employees' and retlrees'’
prescriptlion-drug beneflt programs. Although mail
service pharmacy has been In existence for more than a

half a century, only within the past several years have
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employers reallzed how spiraling health care costs have
affected their shrinking bottom lines (Enright, 1986).
Facing Increases In prescription-drug prices that are
four times greater than increases for all consumer
goods and twice the rate of other health care
expendltures, employers are becoming increasingly
interested In mail service pharmaceutical services
(Waldholz, Steptoe, 1987).

Mall service pharmaceuticals promise employers
savings of 5-50% over costs assoclated with major
medical or plastic-card services (Starrs, 1985). Given
rising prescription-drug costs of 10-13% annually
(Medco lists the rise as high as 15%. Medco, personal
communlication, October 12 1989), and the demographic
implicatlons of an aglng population that uses
prescription drugs heavlly, drug beneflit programs,
particularly for retlrees, are undergoing Increasing
scrutiny (Waldholz, Steptoe, 1987).

Equally Important as the cost savings assocliated
with mail services is the detaliled Information about

use and costs that these services can provide. Such
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data can be difficult for employers to collect but is
critical to the effective evaluation and analysis of
purchases of prescription drugs. Aside from being more
costly, purchases at the retall level do not provide an
audlt trall with the detalled information needed.

In additlon to offering wholesale pricing
(actually, vendors can charge up to 20% below the
average wholesale price), dispensing savings, reduced
administratlive costs, drug product selectlon, and fraud
and abuse controls, mall service pharmacles provide
management and use reporting for employers and
third-party administrators that focuses on the activity
of all eligible particlpants. Detailed Iinformation on
drug product selection, physician prescribing,
calculated savings for both employer and employee,
summarles of claims paid, use analysls by drug and
therapeutic class, and exception reporting iIs Included
(Enrlght, 1987b).

The Drug Enforcement Admlnistratlion desighed a
study to compare mall service pharmacles with

traditional walk-in retall pharmacles, In terms of
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forged prescriptions. The results of this study, Kknown
as "Project Script" (1988), and conducted on a national
basis with the expenditure of substantive amounts of
time and monies, concluded that retail pharmacies were
twice as llkely to pass forged prescriptions for
controllied substances as were mall service pharmaciles.
The conclusion set forth in "Project Script" remains
unchanged by any other competent study (Marotta, 1988).
A study by the Center for Pharmacy Manhagement and
Research at the University of Tennessee Col lege of
Pharmacy, entitled "Evaluation of Consumer Oplnlons of
Prescription Drug Services From Community and Mall
Order Pharmacles," concluded that "most mail order
users report few problems and the overall rating of the
service was excellent or good. |In fact the rating for
mall order services was sllghtly better than the rating
for community pharmacy services." The same study
found that the occurrence of delay experlenced by mail
service users, as opposed to retall pharmacy users, was
found to be the same (Roberts, et al, 1988).

The American Medical Assocliation (AMA), In
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adopting the report of Its Board of Trustees, entitied
"Mal! Service Pharmacy" (December, 1987), concluded, In

pertinent part, as follows:

Controlled studies In the 1970s support the fact
that MSPs are less vulnerable to drug diversion
than retait pharmacies. Although humerous concerns
about lack of safety and drug diversion have been
expressed In trade publicatlons and newslietters,
documented controlled data regarding these
concerns are minimal. There Is no evidence of
lack of safety In the peer-reviewed control led
study literature. (p. 4)

Advantages of mall services iInclude comprehensive
qual lty-control procedures and automated and
information systems that are designed to prevent plan
abuse, drug stockpli!ling, and therapeutic error.
Detalled, printed use Iinstructions and routine
telephone follow-up aimed at minimizing error,
misunderstanding, and noncompliance complete the

service.
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Retal |l pharmacists have individually and
- collectively opposed mall services on the basis that it
denies patients the opportunity to consult personally
with a pharmacist on the appropriate use of
medlications, thus resulting Iin a threat to the public
health. The questions center on the feasliblilty of
offering assurances of safety and ratlionallty of
therapy, of eliminating or, at least, minimlzing misuse
and overuse of drugs, and of nurturing patient
compliance |In a situation where the patienu and the
pharmacist have no direct contact. Since mail services
deal primarily wlth drugs for the treatment of chronic
It Iness, and frequently with the elderly, critlcs fear
that the convenience of receiving prescriptions by
mall, and the dollar savings associated wlth the
service, may well impose a higher cost associated wlth
Increased waste, adverse effects, and worsened physlical
conditlion,

To limit what they percelve to be mall service
pharmacles’ competltive advantage, opposing parties

have mounted legislative efforts that have focused iIn
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some Jurisdictions on banning the practice. Efforts
have been made to require mail service pharmacies to
adhere to the laws Iin the states to which the
prescriptions are mailed rather than to the laws in the
states where thelir dispensing operations are located or
to requlire out-of-state operations to employ
pharmaclists |icensed In the Jjurisdiction in questlion.
These strategles have met with only limited success,
largely because of difficuities In enforcement and also
because of concerns that they may discourage interstate

commerce.

Millitary interest.

The Offlce of the Surgeon General (OTSG), has
attempted to determine the feasibility of mall service
pharmacy as a solution to decreased numbers of
pharmaclsts with an Increasing workload, patlient
dissatisfaction with access and walting times, and cost
of CHAMPUS reimbursement (Danlelskl, 1989b). in a
letter dated 21 August, 1987 the former Chlef of

Pharmacy Service at William Beaumont Army Medical
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Center, El Paso, Texas, LTC Rex Parker, addressed
several points of interest to fellow Army pharmacists
requesting their comments on the possibility of a mail
service program. He said,
A considerable saving of CHAMPUS funds could be
saved along with additional patients being served
such as MEDICARE patients not authorized drugs.
We would also pick up a large quantity of patients
who in the past have not used CHAMPUS due to
inconvenience (p.1).
Also, of a centrallzed DOD Tri-Service situation, LTC
Parker sald, "Think about establishment of regional
centers, such as East and West with the Mississippi
River as a boundary; a Veterans Administration type
Outpatient Pharmacy System; or a contracted service"
(p.4). He seemed to think that a centrallized,
Tri-Service mail service pharmacy system could be
feaslible.
In a fol low=-up memorandum (21 January 1988),
however, LTC Parker reported the results of his survey

of feliow Army pharmacists to Colonel Cammarata, the
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Army Pharmacy Consultant at the Office of the Surgeon
General. He voiced the concerns of his peers as
three-fold: an unknown, perhaps significantly large
workload, without the appropriate personnel and
financial support; professional! local, state, and
national organizational disapproval; and quality
control Iissues. “"Contracting this type of service
would be an easy answer;... however, pharmacy would
quickly lose control of the operation and expected cost
saving" (Parker, 1988, p. 1).

Subsequentily, Colonel Danielski met with Mr.
Konner, Executive Vice President of the National
Association of Mali!l Service Pharmacies in December of
1988. In a memorandum for record (5 December 1988),
Colonel Danlelski noted the following:

Mr. Konner is of the belief that the U.S. Army’'s

willingness and ablllity to use pharmacy

technicians In filling prescriptions would
increase the cost effectiveness of an Army
operated mall service pharmacy. He felt that the

use of techniclians and technhology such as robotics
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will be the future of such pharmacies. Commercial

MSPs are frequently bound by state laws that do

not allow the retrieving of or counting of the

drug by a pharmacy technician. He is also of the
belief that we should deveiop a |limited formulary
of only 50-60 drugs; that we should honor

prescription quantities of 60 days and preferably

90 days. He stated that the average prescription

in a clivillan drug store is 24 doses, whereas the

average at Medco (the largest MSP) is 72 doses.

He also estimated that approximately 5% of the

total cost would be attributed to mail. (p. 1)

In the cover letter to Colonel Danielskl, Mr.
Konner states that the National Association of Mall
Service Pharmaclies does not have available any
Information which Is designed to asslist Iin establishing
a new mail service pharmacy practice (23 December
1988).

Doctor Marvin Shepherd, Chalrman Pharmacy
Adminlistration, University of Texas, Austin, was

contacted for comments concerning DoD mail service
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pharmacy. He had recently visited the new 80,000
square foot AARP facility in Fort Worth. He stated
"It looked like a production plant and not a pharmacy.
This facillty fills 4-5,000 prescriptions per day wilth
a staff of 100. |t Is heavlly automated, utilizing bar
coding, and "Baker cells" " (Danielski, 198%a, p. 2).
He felt the advantages for the Army Medical Department
would be the reductlion In overcrowding and congestion
in the MTFs and better utiltization of faciltities by
operating more than one shlft per day, particularly If
the computers were to be used 24 hours/day. He also
felt the AMEDD couid have advantages over AARP by being
able to control quantities and the formulary.
With the above Iinformation in mind and at hand,

Colonel Danlelski concluded the followlng In an
unpub! Ished account of Mall Services Pharmacies within
Health Services Command, dated 13 January, 1889:

The establishment of MSPs within HSC would be well

recelved by HSC beneficlaries. However, a

mititary mail service pharmacy would not produce

savings usually affected by civilian mall services
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as large buying capacity and generic substitution
are already being accomplished; furthermore,
farger quantities can be accomp!ished with the
traditional system. There is also the potential
for increased cost as a large beneficiary
population requlires increased Inventory and
potential for waste. (p.4-5)
Colonel Danlelskl concluded that a mail service
pharmacy, although a popular response to the patient
complalnts and concerns, would incur the costs of
establishing large facilities with automatlion,
Increased pharmacy Inventorlies and postage costs
associated with pharmacy mall services. Economic
advantages generally demonstrated by this system would
not transiate to the AMEDD. Danlelski ldentiflied the
ma jor cost components assoclated with MSPs, but because
of time constralints, was unable to develop estimated

costs for each of these components (Coqulila, et al,

1989).
Another milltary Issue of great Interest and

pertinence Is the slogan "Buy Blg, Buy Smart," which
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reflects efforts to contain costs Iin heaith care
delivery. The Initial inception of the "Buy Big, Buy
Smart" bulk container pharmaceutical purchasing program
began at Kimbrough Army Community Hospltal (KACH), Ft.
George G. Meade, Maryland, approximately November,
1988. Major David Kotzin, Chief Pharmacy Service,
KACH, worked very closely with the MEDDAC Commander,
Colonel Robert B. McLean, as well as with the Chief,
Logistlics Division, to implement this concept
operationally. Further coordinatlon occurred and Is
on-going with Health Services Command (HSC) Logistics
Division as well as the Office of the Surgeon General
Army Pharmacy Consultant. The ldea, simply stated, is
to purchase pharmaceuticals In large bulk packaging
from pharmaceutical supply companies and, in dolng so,
to save monhey, space anhd personnel time. For example,
Upjohn, the first company to respond to Kimbrough's
request for large purchases, now suppllies boxes of
8,000 tablets (versus 100 tablets) at a 4.3% savings
annually over generic Motrin. The hospital has

responded favorably to UpJohn’s initiative by writing
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considerably more prescriptions due to the reduction In
acquisition costs and iabor costs (Kotzin, personal
communication, 26 August 1989).

Hand-in-hand with the "Buy Big, Buy Smart" concept
Is the use of overslzed "Baker cells." To purchase
bulk pharmaceuticals, and then to take the time to
place them Into small “Baker cells" almost defeats the
original purpose of saving money |If one Inefficlently
uses perscnnel ("time Is money"). Therefore, bulk
contalners were purchased made of the chemically stable
reagent material Nalgem. Searlie provided a test
situation so that calculation for manhours involved In
break lng down small bottles purchased In bulk could be
done., The MEDDAC purchased 853 bottles of 100 tablets
of Calan, one lot, at a 11.6% savings over the depot
price, which does not include the surcharge of 9.6%.
Total weight of shipment was 624 pounds. Removing the
bottles from the shipment package and transferring the
pills from bottlies of 100 to bulk containers took two
people flve and one-half hours! Generated was 25

pounds of cotton, 12 pounds of paper (package Inserts),
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100 pounds of actual tablet welght and approximately
480 pounds of empty glass bottles, cardboard
contalners, etc. The plilis were placed In 2.5 large
"Baker cell" contalners (this size cell holds 26,000
large pills). In contrast, |f shipped already in a bulk
package, It would take two people a mere nine minutes
to fill a large "Baker cell"! Total shipment measured
approximately 60 cubic feet. Tablets In the !arge bulk
contalners measured only three cubic feet, a
substantial saving In storage space. One can easlly see
that bulk packagling purchase provides substantial
savings and use of large "Baker cells", as devised by
the Kimbrough Pharmacy personnel and now being
researched by Baker Incorporated as a prototype, can
save slghlflcant storage space. At this writing,
contracts have been developed with 6 pharmaceutical
firms to buy In large quantitlies and In bulk packaging;
negotiations are now Inh progress wlith 26 other
companlies.

Treatment Facilitles have been gliven the Job of

making the military buying system more efficient, even

32




Mal|l Order Pharmacy System

If that means byr ssing the Depot system to take
advantage of an economical benefit. The milltary
system of pharmaceutical delivery iIs based on the Depot
system. The major purpose of the Depot is to maintaln
an adequate supply of pharmaceutical products which can
be shipped at a moment’'s notlice upon rapid deployment
of U.S. troops anywhere in the world. The problem for
milltary pharmaclies is that the Depot tries to have a
convenlent dosage size on hand for raplid deployment
purposes, and tries to hold its war stockage as long as
possible before reordering prior to explratlion dates.
By mliitary rules, depots must ship hearly out-dated
material a minimum of 30 days before explration for use
elsewhere. The average time remaining on many products
to be used is 2 to 4 months once it reaches a base
pharmacy. The "Buy Big, Buy Smart" concept does not
represent a lack of support of the Depot system since
none of the large bulk contalners are presently
avalilable through the Depot. Coordination with the
pharmacy offlce at the Defense Medlcal Standardlzation

Board at Fort Detrick, Maryland has progressed to the
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assignment of federal stock numbers to large bulk
contalners with local purchase acquisition authority.
Permisslion received from Health Services Command

al lowed purchasing of the large containers as well as
Increasing stock levels.

All of the manufacturers presently Involved with
Kimbrough and the large bulk container pharmaceutlicals
have Initiated stablllty studies with subsequent
approval by the FDA for pharmaceutical dating In excess
of twelve months. Since purchases wll| not exceed siXx
to twelve montis at any one time, there is little
concern on the part of the Pharmacy and Loglstics
Dlvisions that any of the products wlll explire before
their use. The pharmaceutical manufacturers have
establ Ished the USP and FDA stabillty criterla In
developing the bulk contalners for purchasing. The
integrlity of the Indlvidual tabiets Is being examlned
for breakage and none of the bulk contalner
pharmaceuticals are being shipped until FDA has
approved the pharmaceutical manufacturers' studles.

Presently, Kimbrough Is working with one manufacturer
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supplying bulk container pharmaceuticals to detarmine
actlive Ingredient percantages in the tablets remaining
In the large contalners.

The Impact on Purchasing and Contracting (P&C}
divisions would be of a positive nature since purchase
requests would only have to be compl!eted once or twice
a year rather than four or six times or more, depending
upon quantities purchased. Since a iimlted number of
the large manufacturers would most |lkely be involved
In bulk contalner pharmaceuticals, It would appear that
there would not be any Increase in the volume of
nonstandard procurements for the P&C Dlvislons.
Addltionatly, since the majority of the large
pharmaceutical companies market FDA approved
pharmaceuticals which are protected by federal patent,
sole-source procurement would prevall.

Ml litary base pharmacies have two goals which are
In direct conflict with the Depot. They want to reduce
the number of times a product has to be Inventorled and
they want to maintaln a 45-90 day supply of each

product In the warehouse. They alsc want to eliminate
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any excess labor costs within the pharmacy. The
bliggest labor waste is making a Depot convenient size
product into a pharmacy convenient size product (l.e.
100 tablets may be convenient for Depot use but 10,000
tablets In one container may be convenient for pharmacy
use) (Kotzin, 29 November 1989). There s no
requlrement for the "Buy Big, Buy Smart" concept to be
compatibie with DEPMEDS since Depot would continue to
stock smaller package slizes of the pharmaceuticals for
use |In the sets, kits, and outfits. At the present,
Kimbrough utiilizes over 91 percent of the items on the
D-Day signiflcant llst by drug but not by package slze.
The bulk contalner pharmaceuticai purchasing ("Buy Blg,
Buy Smart") would be limlited to those faclillties where
large volume prescription dispensing occurs. There
would be no regquirement to take thils concept to war.
There exists a quallity assurance/quality
Improvement Impact since bulk contalner pharmaceutical
purchaslng represents purchases of one specified lot
slze, The "Baker cells"” might be fllled once every

twenty to thirty days with one specified lot, rather
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than several times a day, thereby avoiding a potential
mixing of several different lots. Another benefit Is
that reloadling a "Baker Cell" would be far less labor

intensive.

The "Buy Smart, Buy Big" concept is compatible with
the potential iIdea of fliliing CHAMPUS prescriptlons by
mall service rather than through community retall
pharmacies. Two or three mail order clearing houses
located strategically across the country could fill
10,000 to 20,000 or more prescriptlions per day, perhaps
In Mechanlcsburg, Pennsylvania and Sacramento,
California. The milltary will more than likely only
deal wlth large quantities of any glven pharmaceutical
product to be placed on thelr formulary (Kotzln, 29

November 1989).

Purpose
Cost of Individual components for establ ishment of
a mall service pharmacy operation has not been
determined by the AMEDD. Unllke clvillan hospltals, a

cost beneflt analysis of any millitary activity must
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examine cost savings to the soldier and his family as
well as to the millitary Institution. In fact, It may
be argued that benefit to the soldier iIs of higher
priority than mere cost savings to the government.
Therefore, the purpose of this research |Is to examine
the feasibllity of establishing a Tri-Service Mall
Order Pharmacy System, based on the results of

estimated-cost and service effliclency models.

Working Hypothesls

Feasibility of establishing a mall service
pharmacy system of out-patient prescription drugs Is a
function of, or dependent upon, 1) differentlal costs
(savings) and 2) service efflclency to the
beneficlary, between the current method of
pharmaceutical deiivery (CHAMPUS and MTF reflills) and
each of the Indlvidual mal! service models.

Y=f(X)

Feasiblllty = f(cost/service efflclency model 1

minus cost/service efficlency model 2);

Feaslbllity = f(cost/service efficlency model 1
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minus cost/service efficiency model 3);
Feasibility = f(cost/service efficiency model 1
minus cost/service efficiency model 4);
Feasibility = f(cost/service efficiency model 2
minus cost/service efficiency model 3);
Feasibility = f(cost/service efficiency model 2
minus cost/service efficliency model 4);
Feaslibility = f(cost/service efficiency model 3

minus cost/service efficiency model 4).
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11. Method and Procedures
Assumptions

1. Efficiency of service to beneficiary must
remain the same or improve.

2. Cost of out-patient refill prescriptions must
remain the same or improve.

Definitions

1. Out-patient prescriptions Cost Is defined as
ingredient cost plus dispensing cost (See additional
cost definitions below).

2. Service efficiency is determined by weighing
beneficlary prescription retrieval times (waiting time
and transportation time and with mail service, mail
time) against a standard (baseline).

3. Pharmaceutical delivery models are deflned as
follows:

A. The current model or baseline: CHAMPUS
reimbursement and MTF(s) reflll of out-patlient
prescription drugs model In the metropolitan
Washington, D.C. area to include the MTFs of Walter

Reed, Ft Belvoir’'s Dewitt ACH, and Ft Meade'’'s Kimbrough
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Army Community Hospital;

B. A reglonalized medical treatment
facility’s mail service pharmacy system model,
servicing a large metropolltan area such as Washington,
D.C., Maryland, Virginia, and Pennsylvania, centralized
on a government installiation;

C. A Veterans Administration mail service
pharmacy system model, decentralized service, from an
existing MTF pharmacy;

D. A regionalized mail service pharmacy
system model, servicing a large metropolitan area,
located on a government installation, but administered
under a civilian management contract. (All independent
variables).

4. Feasibillity of establishing a Tri-Service
mail order pharmacy system (dependent variable) is
determined by examining the cost differential and
service efficiency between the current model and each
proposed model, as well as between proposed models (If
any are viable alternatives).

5. These additional definltions apply to all
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models throughout the paper.

a. Total Pharmacy Cost - This |Is defined as
the aggregate of dollars expended by the pharmacy (be
that MTF, Civitian Contractor, VA or CHAMPUS) to
procure, process and place a prescription In the hands
of a beneficliary. Procurement and processing fees
include the overhead necessary to run a facility, to
staff the organization and to provide transportation
for ingredients to the point of prescription
preparation. Placing the completed prescription in the
hands of the beneficiary includes the price of
transportation (by whatever means) of the prescription
from point of preparation to the point of use.

b. Volume Is the aggregate amount of
Ingredients used to account for all prescriptions
filled during a specific timeframe. It Is the base
used to determine manpower expenditures (thus manpower
costs in hours, translated to doilars) to prepare and
dispense a particular prescription. Volume is used to
take Into account the varlance In refill prescription

time from one prescription to another.
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c. Ingredient costs, esentlially, are the raw
materials from which the prescriptions are constructed.
(These are also khown as the average wholesale price.)
They Include the individual drugs and special
utilization paraphenalia (such as syringes with
Insulin).

d. Dispensing costs are the costs assocliated
wlith turning raw materials of the prescription into the
prescription itself. From the moment work iIs commenced
to fill a prescription, from the moment a pharmaclist
picks up a prescription unti|l that particular medicine
Is in the hand of the consumer -~ all these costs are
dispensing costs. They include, among others, labor,
overhead required to maintain the facillity, equipment
rental costs, management fees, |lcensing fees, bottling
costs and consulting fees. WIithin the mall service
system, dispensing costs would also incliude shipping,
from packaging to processing to actual costs of mall.

Feasibllity of establishing a Tri-service mall
service pharmacy system as a functlion of cost

differential and service efficlency between models:
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Conceptual Model (Figure 1)

Model B

cost savings/service cost savings/service

efflclency efficlency

cost savings/service

efficliency

Model A
cost savings/service cost savings/service
efficlency efflicliency
Model C Model D

cost savings/service

efflclency
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Data Gatherling
1. Cost data and service efficliency data is
establ ished for the basel ine model.
2. Cost data and service efflclency data is
establ ished for each proposed mail service model.

A. The Current Model (CHAMPUS relimbursement
and MTF(s) refill of out-patient prescription drugs
mode| )

1. How much was spent by the government In
the last fiscal year (1989) under CHAMPUS to supply
out-patlient prescriptions to beneficlaries, per MTF(s)
populatlion? What were the numbers of benefliciarles,
per catagorlies; how many prescription claims were
paid; what were the beneficlaries cost, the government
cost and total cost for ambulatory prescription drugs?
Data Is retrieved from CHAMPUS Cost and Workload
Reglonal izatlon Report, OCHAMPUS, Denver, Colorado.

a. Walter Reed Army Medical Center,
Washington, D. C. (WRAMC);

b. Dewlitt Army Community Hospital,
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6. Determine expense of current
pharmaceutical wastage of depot medications.

7. Total cost of CHAMPUS out-patlent
prescriptions per MTF plus MTFs' costs for out-patient

refill prescriptlions (CHAMPUS plus KACH, DACH, WRAMC).

B. Centrallzed MTFs model, regionaliized In
Mechanicsburg, Pennsylvania

1. What percentage of the total budget of
each MTF pharmacy are the expenditures for reflill
prescription drugs? Data obtalined from MTF Resource
Management Dlvision.

2. Determine the volume of, and cost
(Ingredient cost) to dispense, top 100 ambulatory
prescriptions of refill medications for three MTFs.
Data from MTFs Product Actlvity Reports.

3. Determine dispensing costs (labor,
equlpment, facllity, and mail costs) needed to provide
mall service operatlon for a standardized formulary of
top 100 drugs.

4, Determine service efficlency.
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5. Compare model B costs (Ingredient and
dispensing) and service efficlency to baseline mode]

costs and efflciency.

C. Decentrallized Veterans Administration Malil

Service model from an exlsting MTF

1. Determine volume of top 100 ambulatory
prescriptlions of reflll medlcatlions, using Baltimore,
Maryland VA Medical Center data.

2. Determine average prescription cost
(unit cost).

3. Determine prescription costs
(Ingredient costs) of top 100 ambulatory reflll
prescription drugs plus dispensing costs (labor,
equipment, facllity and mall costs).

4, Determline service efficlency of the
mall service.

5. 1ompare model C costs and service

efflciency to basel ine model costs.

D. Reglonal center, under a clvillan
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management contract

1. Determine volume of top 100 mall
service reflll drugs of a large mall service pharmacy.

2. Determine cost of acquisition
(Ingredient costs which should be the same as model B's
Ingredient costs) plus dispensing costs (labor,
equipment, facllity and mail costs) of top 100 drugs.

3. Determine which customer service
package (plan design) would be heeded (exclusion
medication flles, toll-free phone access to a MSP
pharmacist, standardlzed formulary, days supply of
medlications, computer-code eligibillty, hours of
service, drug utlilization review optlons, etc), as part
of the dispensing costs.

4., Determine service efficiency for mall
service.

5. Compare model D costs and service

efficlency to basellne model costs.

The two varliables of interest, cost savings and

service efflcliency, are measured by examlning a
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population sample of the top 100 out-patient refil|
prescription drugs for the cost, and by examining
customer satisfaction and percent of correct
prescriptlions for the service effliciency. In
addressing valldlity of the cost savings, the data Is
obJectively retrieved from statistical reports and
objectively measured In each cost model using the
ingredlent and dispensing costs. Service efficiency Is
obJectively and subjectively measiured |In each model
taking Into conslideration costs/benefits to the
soidler. Rellability, consistency of measurement, Is
assured by applyling the same criterla to each model and
ver|fled data using base-year real figures. Ethlcal
rights of indlvidual beneflclaries are protected, as
names are not included In the study; anonymity Is
preserved. Also, nondlisclosure of proprletary
information recelved from the civiiian mail service
pharmacy I|Is malntained by the author and Is to be
llkewlse protected by the U.S. Army-Baylor University
Graduate Program in Health Care Admlinistration readers

of thls study, and all DoD offlclals.
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Criteria
The basic concept of a mall service pharmacy
includes the following criteria:’

1. The MSP would primarily be operated to
handle routline, out-patient prescriptions which are
usually reflll, maintenance medications.

2. The system would not be timely enough for
emergent prescriptlion needs, |lke antiblotics, and the
benefliciary would have to use a pre-allocated alternate
pharmacy. (in all likelihood, the restructured MTF
pharmacy or CHAMPUS.)

3. Each MTF should fill the first quantity
(30 days) from the orliginal prescription, with
remainder (the refllls) available from the MSP.

4, Computer-Iintegration from MTFs to MSP
would be necessary for informatlion transfer of patlent
profiles, and ellglbility (DEERS).

5. The MSP would honor all MTF genherated
prescriptions, therefore would have to have a

standardlzed formulary.
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Time period during which data is gathered Is the
last fiscal year, 1989 (or, In some cases, the last
year data Is available). In order to address the
concern ldentifled in the iiterature and by the HSC
survey, a constraint is established to serve as a
framework for each of the models. This constraint
involves offering maiil service for refill prescriptlion
drugs only. This would requlire the Iinitial
prescription to be written and fllled elsewhere (elther
milltary or clvillan). For those prescriptions fllied
at an MTF, this would ensure patlent eligibllity and
drug avallablllty at the centrallzed mall service
pharmacy. It also malntalins some direct, Initjal
patlent-pharmacist relationship.

A mall service pharmacy concept, as proposed in
this research, would operate most efficiently,
cost-effectively and more simply, If confined to
service for refill maintenance medicatlons. The
llterature certalnly addresses this Issue and the

author of thls study declided to project cost figures
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based on refill maintenance out-patient drugs. The
Tril-Service concept of operating such an endeavor would
have to be embraced by the three Armed Services,
otherwlise Initial start-up costs would be unfairly
shouldered by one service, but ultimately utliilzed by
all Tri-Service beneficlaries. Deflned, a refill
prescription Is a subsequent drug prescription, not the
first prescriptlion Issued by a |icensed health care
provider following an evaluation of the patlent. The
Tri-Pharmacy Product Activity Report software used at
both KACH and DACH adheres to thls deflinltion of a
reflll medicatlon, regardiess |f the patient Is
contlnuing on an uninterrupted medication. The flrst
prescription after evaluation or reevaluation is a new
prescription. Therefore, reflll prescriptions may, In
reallty, be higher than the prescriptlion number
generated by the computer. Nevertheless, thls
researcher foresees the requlrement by a user of mail
service pharmacy to procure two prescriptlions from the
health care provider, one for start-up or acute needs

to be filled at the local MTF or nelghborhood pharmacy,
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and a second prescription for maill-in to the mail

service pharmacy for subsequent refills before the next

clinic visit.
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It1. Results
Besults Model A

To completely understand the ramifications of
outpatient pharmacy refills under the current model,
one must analyze not only those refills which are
processed at the MTF counters, but also those refills
which are filled under CHAMPUS. It is logical to
assume that under any mail service pharmacy system, a
number of CHAMPUS users will switch to the MSP. There
ls even the possiblity that users may be required to
use the MSP, vice CHAMPUS, for all refill
prescriptions. Thus, analyzing the current model
demands a look at CHAMPUS use and cost.

CHAMPUS Cost and Workload Regionalization Reports
of Outpatient Prescription Drugs for fiscal year 1988
revealed the following for the Washington Metropolitan
area MTFs of Walter Reed Army Medical Center (WRAMC),
Dewitt Army Community Hospital (DACH) and Kimbrough

Army Communlity Hospital (KACH):
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Table 1

CHAMPUS Data

Total User Beneficlaries

WRAMC 593
DACH 3743
KACH 1348

Total 5684

Total Costs

WRAMC $121,944
DACH 564,718
KACH -195.532

Total $882,194

The percentage of CHAMPUS out-patient drugs which were
refill medications Is determined by applying the same
percentage as found at the Iindividual MTFs. (There is
some indication that CHAMPUS refill numbers may Indeed
be higher than refllls at MTFs, simply based on patient

preference to utilize nearby pharmacies for refills
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after having received Initial prescriptions at MTFs.
Unfortunately, without expanding this GMP far beyond
its immediate scope, that data was not readily
avallable. These iIndications would serve, however, to
validate potential patient acceptance of the mail order
concept, simply to take advantage of the opportunity
not to have to go to the distant MTF.)

Budget at each MTF as obligations/costs for

Pharmacy Service for fiscal year 1989 are as follows:

Table 2

MTF Pharmacy Service Budgets

WRAMC $13,277,759.80
DACH 2,596,254.22

KACH 2,248,099.94

Kimbrough Army Community Hospital
Kimbrough Army Community Hosplital Pharmacy
Service budget of $2,248,099.94 (total pharmacy budget)

minus $1,980,261.25 (total ingredient costs) equals
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$267,838.69 which are the dispensing costs. (1t should
be noted in the dispensing cost estimates, that the
building and grounds costs, which are subsumed In the
costs for operation of the entire hospital were not
identlfied, and thus not a part of the dispensing cost
budget. These costs would be delineated in any
contractor budgeting or if a new area were to be bullt
speclfically to house the mail service pharmacy.) The
dispensing cost includes personnel cost (labor), rental
costs, and equipment costs.

Since the sample population consists of the top
100 drugs In the formulary both by cost and by volume,
the rationale for using each Is explained. The
Ingredient cost of the top 100 drugs by volume Is
$734,736.50. Of thls, $352,673.52, or 48% by volume,
Is spent on refills of the top 100 drugs. Applying
this sampled percentage to the general population of
dispensing costs then, 48% by volume of the total
dispensing cost Is (.48)($267,838.69) or $128,562.57.
This represents the projected dispensing cost of refill

malntenance drugs at KACH. (This methodology assumes a
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general across the board division of expenditures in
direct proportion to the amount of finished product to
be produced: in this case, refilled prescriptions.)
The Ingredient costs of the top 100 drugs by
cost is 47% or (.47)(%$1,980,261.25) which Is
$936,952.20 spent on the top 100 drugs. As above
however, 54% by cost 1s spent on refills of the tep 100
drugs. Agaln, applying this percentage to the
ingredient costs then, 54% by cost of the Iingredient
cost of the top 100 Is (.54)(%$1,980,261.25) or
$1,069,341.08. This represents the projected
Ingredient costs f reflll maintenance drugs at KACH.
Therefore, $1,069,341.08 (ingredient costs)
plus $128,562.57 (dlspensing costs) equals
$1,197,903.65, the current cost of out-patient reflll
prescription drugs at KACH, based on a top 100 refill
sample.
The cost of CHAMPUS is computed as follows:
KACH CHAMPUS costs of out-patient drugs Is
$195,532. The percentage of dlispensing costs to total

pharmacy budget Is $267,838.69/$2,248,099.94 or 11.9%.
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Thus, .119 of $195,532 is $23,295.69, the dispensing
costs for CHAMPUS out-patient drugs. The percentage of
Ingredient costs Is 100-11.9= 88.1%. Therefore, .88 of
$195,532 Is $172,068.16, the Ingredient costs for
CHAMPUS out- patient drugs. An assumption is that
CHAMPUS refiil percentages should equal MTF reflil|
percentages. If 48% of all outpatlent prescriptions at
KACH are refllls (by volume), then, 48% of the
dispensing costs ($23,295.69) is $11,181.93, the
CHAMPUS dispensing cost for refill medicatlons.
Likewise, |f 54% of all outpatient prescriptions at
KACH are refills (by cost), then, 54% of the Ingredient
costs ($172,068.16) Iis $151,419.98, the CHAMPUS
ingredlent cost for refill medications. Total KACH

CHAMPUS outlay for reflll prescriptions Is $162,601.91.

Dewitt Army Community Hospltal

Dewitt Army Community Hospital Pharmacy Service
budget of $2,596,254.22 (total pharmacy budget) minus
$2,251,170.84 (total Ingredient costs) equals

$345,083.38 which are the dispensing costs. The
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dispensing cost Includes personnel cost (labor), rental
costs, and equipment costs.

The percentage of the Ingredient cost of the
top 100 drugs by volume is 52%. Applying this sampled
percentage to the dispensing costs then, 52% by volume
of the total dispensing cost Is .52 ($345,083.38) or
$179,443.36. Thls represents the projected dispensing
cost of reflll maintenance drugs at DACH.

The ingredient cost of the top 100 drugs Is
$603,088.67. |If 57% by cost Is spent on refills of the
top 100 drugs, then, by applyling this percentage to the
total Ingredient costs, 57% of $2,251,170.84 Is
$1,283,167.38. Thls represents the projected
ingredient costs of reflll maintenance drugs at DACH.

Therefore, $1,283,167.38 (Ilngredient costs) plus
$179,443.36 (dispensing costs) equais $1,462,610.74,
the current cost of out-patient reflil prescription
drugs a DACH, based on a top 100 reflll sample.

Again, an assumption Is that CHAMPUS refil|
percentages should equal MTF reflll percentages.

Dewitt CHAMPUS costs of out-patlent drugs is $564,718.
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The percentage of dispensing costs to total pharmacy
budget Is $345,083.38/%$2,596,254.22 or 13.3%. Taking
13.3% of $564,718 Is $75,059.98, the dispensing costs
for CHAMPUS out-patient drugs. The Ingredient cost
percentage Is 100-13.3= 86.7%. So, .87 of $564,718 |s
$489,610.50, the Ingredlent costs for CHAMPUS
out-patient drugs. An assumption Is that CHAMPUS
refill percentages should equal MTF refill percentages.
If 562% of all outpatient prescriptions at DACH are
refills (by volume), then, 52% of the dispensing costs
($75,059.98) |Is $39,031.19, the CHAMPUS dispensing cost
for reflll medications. Llkewlise, |If 57% of all
outpatient prescriptions at DACH are refllils (by cost),
then, 57% of the |Ingredlent costs ($489,610.50) Is
$279,077.99, the CHAMPUS Iingredient cost for refllil
medicatlions. Total DACH CHAMPUS outlay for refill
prescriptlions |Is $318,109.18.
Walter Reed Army Medical Center

Walter Reed Army Medlical Center Pharmacy
Service budget of $13,277,759.80 (total pharmacy

budget) minus $11,722,048.22 (total ingredlent costs)
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equals $1,555,711.60 which are the total dispensing
costs. The dispensing cost includes personnel cost
(labor), rental costs, and equipment costs.

82% by volume |s spent on refills of the top
100 drugs. Applying thls sampled percentage to the
general poplation of dispensing costs then, 82% by
volume of the total dispensing cost Is .82 times
($1,555,711.60) or $1,275,683.51. This represents the
projected dispensing cost of reflll maintenance drugs
at WRAMC.

If 87% by cost Is spent on refills of the top
100 drugs, then again, by applying this percentage to
the total Ingredlient costs, 87% of $11,722,048.22
equals $10,198,181.95. Thlils represents the projected
Ingredient costs of reflll maintenance drugs at WRAMC.

Therefore, $10,198,181.95 (Ingredient costs)
plus $1,275,683.51 (dispensing costs) equals
$11,473,865.46 the current cost of out-patient refll|
prescription drugs at WRAMC, based on a top 100 refll|
sample.

The cost of CHAMPUS |Is computed as follows:

63




Mail Order Pharmacy System

WRAMC CHAMPUS costs of out-~patient drugs Is
$121,944. The percentage of dispensing costs to total
pharmacy budget Is $1,565,711.60/%$13,277,759.80 or
11.7%. Multiplylng .117 by $121,844 s $14,287.78, the
dispensing costs for CHAMPUS out-patlient drugs. Next,
100-11.7= 88.3% Is the percentage of Ingredient costs.
So, .88 of $121,944 Is $107,310.72, the Ingredient
costs for CHAMPUS out-patient drugs. An assumptlion Is
that CHAMPUS refill percentages should equal MTF refill
percentages. |f 82% of all outpatient prescriptions at
WRAMC are refills (by volume), then, 82% of the
dispensing costs ($14,287.78) is $11,715.98, the
CHAMPUS dispensing cost for refill medications.
Likewise, |If 87% of all outpatient prescriptions at
WRAMC are refllls (by cost), then, 87% of the
ingredlent costs ($107,310.72) |s $93,360.33, the
CHAMPUS Ingredient cost for reflll medications. Total
WRAMC CHAMPUS outlay for refill prescriptions is

$105,076.31.
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Table 3

Mode! A Reflll and CHAMPUS costs

KACH

Pharmacy Svc $2,248,099
Budget

Total ingred. 1,980,261
Costs

Total Dlspen. 267,838
Costs

% by Vol. of 48%

top 100 refills

% of Dispens
cost

.48(267,838)
= $128,562

% by Cost of
top 100 reflils

54%

% of Ingred.
cost

.54(1,980,26
= $1,069,3

Ingred cost +

Dispens cost = $1,197,9

CHAMPUS cost of
outpatlient drugs

$195,

CHAMPUS Dispens .48(23,
cost for refill = $11,
CHAMPUS Ingred. .54(172,
cost for reflll = $151,
Total CHAMPUS cost= $162,

DACH

$2,596,254

2,251,170

345,084

52%

.52(345,084)

= $179,443

57%

1) .57(2,251,170)

WRAMC

$13,277,7E9

11,722,048

1,555,711

82%

.82(1,555,711)

= $1,275,683

87%

.87(11,722,048)

41 = $1,283,167 = $10,198, 181
03 $1,462,610 $11,473,865
532 $564,718 $121,944
295) .52(75,059) .82(14,287)
181 = $39,031 = $11,715
068) .57(489,610) .87(107,310)
419 = $279,077 = $93,360
600 $318,108 $105,075
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The current model Is the sum total of CHAMPUS
outlays plus MTFs outlays for refill drugs:

Table 4

Jotal of CHAMPUS outlays and MTF outlays for refills

WRAMC: $105,076.31 (CHAMPUS) +
$11,473,865.46 (refill drugs)= $11,578,941.77.
DACH: $318,109.18 (CHAMPUS) +
$1,462,610.74 (reflll drugs)= $1,780,719.92,
KACH: $162,601.81 (CHAMPUS) +

$1,197,903.65 (reflll drugs)= $1,360,505.56.

Totals (CHAMPUS + MTF refllls for all three MTFs) =

-$14.720.167.25,

The annual wastage expense at DACH (FY 1989) iIs $8,109.
The annual wastage expense at WRAMC was unobtainable at
the time of this research. The annual wastage expense
at KACH Is $34,000 which involves 102 pharmaceutical
llnes.

The total CHAMPUS user benefliclarles number 5684.
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The catchment areas population totals, per HSC Cir
11-2, 1988, are as follows:
Table 5

Catchment Area Populatlons

WRAMC 77,424

DACH 83,621

KACH 121,216 (MEDDAC)

Total 282,261 combined catchment

areas population.

Data was retrieved during the month of January,
1990, at Kimbrough Army Community Hosplital Pharmacy to
determline the potential "ghost" population of persons
over the age of 65, and therefore, CHAMPUS lnelliglble
but Medlicare eliglble. This was done In response to‘
concerns voliced by Colone! Cammarata, Army Pharmacy
Consultant, Offlce of the Surgeon General on a visit to
Kimbrough Army Community riospital on 27 December 1989.
The occaslon was a brieflng presented to the Army

Surgeon General, Lleutenant General Ledford, by Major
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David Kotzin, Chief Pharmacy, KACH. The presentation
was an explanation of the "Buy Big, Buy Smart® Program
innovations at Kimbrough and also the futuristic
potential for mail szrvice pharmacy. Colonel Cammarata
was concerned about the unriojected demand in response
to a mail service offer, in particular, the Medicare
popufation. This question is fair and very realistic
and could significantly affect the cost of a mail
service pharmacy operation. The data retrieved auring
January 1980 revealed that In 1989 (1 January - 31
December), more than 2500 personnel, age 65 and over,
had been servirced at the KACH pharmacy alone. While
this amounts to only about two percent of the catchment
area population, the aging veteran demographics will
easily push that flgure three to four times higher In
the next decade. Add those percentages to the

probabl ity that most over-65 personnel make infrequent
iy .ps into the MTF but rely instead, now, on their
Medicare compensation, and It is not unrealistic to
assume that Colonel Cammarata Is correct In hls

prognosis that a greater number of personnel may appear
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from the hinterlands than are currently being serviced
by the MTFs.

Perhaps at this point, it would be appropriate to
address an issue which devolves {from the Colonel’s
concern. Again, addressing demographics, and tying
them to the current situation the miiitary finds Itself
faced with the apparent end of a Cold War, the prospect
presents itself that the MTFs, as with the rest of the
Army, will probably have to do more with less. Troop
cutbacks are sure to impact upon the Health Services
Command Just as much as upon the fighting forces,
perhaps more so. These cutbacks, unfortunately, will
come at a time when the retirement effects of the post-
Vietnam All Volunteer Force are just beginning to b¢
felt. in 1992, twenty years after the end of the
draft, and at a time when the Army has a requirement to
cut troops (as wltnessed by a 1990 ODCSPER message
encouragling eariler retirement and the attendant
Increase in Selective Early Retlrement Boards), Army
hospltals and pharmaclies will be deluged by non-active

duty personnel - personnefl who under curre-t directlves
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are ellgible for health care.

It Is with this deluge in mind, and aiso the
probable increase in over-65 personnel seeking
treatment in MTFs, that the Army must search for ways
to handl!e the increased demand for services with fewer
personnel -- and probably fewer dollars. |[|f a Malil
Service Pharmacy can save prescription dollars,
increase efficiency and save badly needed personnel
spaces, then it shouid, It must be Iimplemented. A fear
that such a system might serve to increase Army
pharmacy usage is misplaced. So long as Health
Services Command has the mission to provide for all our
service members, past as well as present, we should not
shirk our duty simply to save a dollar or two. Rather,
we should look for ways to do that duty In the most
professional manner possible.

To evaluate service efficiency a survey (Appendix
A) was conducted at each of the MTFs with the objective
of obtaining both subjective and objective data from
elligible beneficlaries. Two hundred questicnnaires

were distributed at each MTF; KACH, DACH and WRAMC,
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during the month of December 1989. Responses from KACH

were 181 of the 200 surveys, a 90.5 return rate. Table

6 shows the tabulated results.
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Table 6

Pharmacy Service Efficiency

KACH

1. Travel time
0-15 min 43%
> 15 * 34%
> 30 " 20%
> 60 " 3%

2. Travel miles
0-20 miles 80%
20-40 " 16%
> 40 v 4%

3. Waiting time
0-30 min 28%
30-60 " 42%
> 60 " 30%

4. % Prescrip/Mo.

1 43%
2 21%
3 12%
4 8%
>4 16%

Note: 19% of DACH patients

5. Use of other insurance

CHAMPUS 12%
Other 7%
None 81%
6. Would use Mali! Order
Yes 61%
No 29%
Maybe 10%
7. Status
Active duty 23%

AD Famlily member 37%
Retired Military 25%
RM Family member 15%

DACH

11%
49%
34%

6%

72%
24%
4%

4%
55%
41%

37%
15%
14%

5%
10%

14%
9%
77%

69%
26%
5%

5%
32%
37%
26%

WRAMC

4%
9%
64%
23%

39%
43%
18%

2%
70%
28%

29%
20%
12%
12%
27%

indicated <1 pres/month

5%
16%
79%

67%
26%
7%

16%

8%
25%
50%
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Time and distance traveled to KACH appear not to be an
Inconvenience as the majority of the sampled population
traveled less than 30 minutes and live less than 20
miles from the MTF. Most (42%) considered the time
walting (30-680 minutes) for their prescription(s) a
moderate inconvenience, and most (66%) just sat and
walted or read while walting. The majority were
walting for Just one prescription (43%). The
overwheiming majority (81%) never used any form of
Insurance to purchase pharmaceuticals outside the MTF.
61% said they would use a mail service pharmacy If the
service were available. |t appears that this
population Is a local catchment area population who use
the MTF for their prescription needs. They are
moderately dissatifled with the walting time, but
having no other Insurance, the only other alternative
would be out-of-pocket expenditures. Most claimed they
would use mall service for pharmaceutlicals If
turnaround time was acceptable, and for malntenance
refill prescriptions.

Survey responses from DACH were 152 of the 200

surveys returned, a 76% response rate. Nonetheless,
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the results were interesting. Again, Table 6 shows the
tabulated resulits. Time and distance traveled to DACH
appear not to be an Inconvenience as the majority of
the sampled population traveled less than 30 minutes
(60%) and live less than 20 miles from the MTF (72%).
Most considered the time walting for thelir
prescription(s) a moderate inconvenience (55%), and 41%
considered thelr wait of greater than one hour a major
Inconvenience. Most people (58%) Just sat and waited
or read while waiting for theilr prescriptlions, while
31% used the wait to shop at the PX or commissary. The
majority (37%) were walting for Jjust one prescription.
The large majJority (77%) never use any form of
Insurance to purchase pharmaceuticals outside the MTF.

| f the service were avallable, 69% said they would use
a malil service pharmacy, with 5% undecided. As with
the sampled population at KACH, the patients at DACH
are a local catchment area sample using the local MTF
for their pharmaceutical needs. They are moderately or
extremely dissatified with the wait, but with no
additional Insurance, use the MTF rather than pay

out-of-pocket. Most sald they would use a mall service
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pharmacy for refills or maintenance drugs If the
service was rellable.

Responses from WRAMC were less enthusiastic with
112 of the 200 surveys completed, a 56% return rate.
Table 6 also shows the tabulated results. Time
traveled to WRAMC appears to be a major inconvenlience
as the majority of the sampled population traveled
between 30 minutes and 60 minutes (64%), with an
additional 23% traveling greater than an hour’'s time to
WRAMC. However, the majority lived within the 40 mile
radlus, 39% less than 20 miies, and 43% between 20 and
40 miles, wlith only 18% outside of 40 mlles. The
discrepancy between time and distance traveled probaply
has to do with the congested traffic patterns of the
greater Washington, D.C. area. Most (70%) walted
between 30 minutes and 60 minutes for their
prescription(s), a moderate inconvenience, while 28%
walted greater than an hour, a major Inconvenlence. 84%
Just sat and waited or read while waiting. The
majJority were waiting for Jjust one prescription (29%),
or two prescriptioins (20%). As with the two MEDDACs,

the overwhelming majority of samplied WRAMC patlients
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square feet, and houses a half-milllion items. The
compliex will be able to receive 2,000 items and ship
15,000 Items per shift. (Appendix B) The system
consists of four bulldings, 110, 111, 10 and 11
(Appendix C). The system provides constant materiel
control and contains all standard warehousing functlons
such as recelving, storage, rewarehousing, care and
preservation, consolidation of orders, shipping and
warehouse support functions under a single process
control system.

The current personnel assligned to the depot wll!
be retrained to operate the varlious types of IMC
materlal handing equipment as well as the data terminal
(CRT) process control equlipment at the work statlon.
The CRT monlitor will display actions to be performed
and guide operators through the work-related functions.
The computer .:stem Is a network of Tandem central
processors and intelligent microprocessor subsystems.
The central processor provides rapld feedback of
information enabliing supervisors and workers to monitor
performance and to quickly plnpolnt problems. The IMC

provides controil of materiel at all stages In the
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distribution process. Consequently, shlipments can be
recelved and immediately shipped [f required.
Integration of receiving, iIssulng, stowing, picking,
consolidation, and packing enables functlions to be
performed simultaneously.

The IMC |Is vital to the future of the depot.
Reduced budgets require doing more with less resources,
At one time, bulky sliow-moving |Items were handlied at
the DDMP. Now, wlith the IMC, the number of small
fast-moving items received and shipped will increase,.
With this system already bullt, staffed, and funded,
the location of a mall service pharmacy operating both
In tandem, and In Integration, with this compliex, has
great potential. The pharmacy depot sits across the
street from the IMC. The commander of DLA, Colonel
Shockey, rerverencing personal communicatlon during an
interview and tour of the IMC, on 12 December 1989,
envisions the actual processing of prescriptions
performed in a 30,000 square foot niche carved out of
the depot storage area. The dlislocation of 30,000
square footage of storage space would be easily

Integrated Into the new IMC storage areas. This
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processing area would be staffed with pharmaclists,
technicians, and administrative support personnel. Use
of large Baker cells, bulk pharmaceutical purchasing
("Buy Big, Buy Smart") and the IMC dlistribution would
comprise the framework of thils model. An enclosed,
connecting passageway between the pharmacy depot and
the IMC could easlly be built (Coionel Shockey,
personal communication, 12 December 1989). Thlis
passageway would be part of the conveyor system moving
the already prepared prescriptions into the receiving
area of the IMC to begin the distribution process.
Bullding 110 Is the receliving or Induction
terminal where |ltems are received, inspected, packaged
and preserved. As processed prescriptions enter the
north end of bulliding 110 on a tote-tray conveyor |lne,
an initlal sort Is made and the prescription
vials/botties/containers are then placed Into bar-coded
tote trays. At the In-check station, Inspection Is
performed and appropriate information Is logged into
the computer. This Input builds tote routing and
recelving files. The bar-coded totes are placed Iin

modules on an automated gulded vehicle (AGV) for
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continued movement through the system.

Bullding 111 is a system containing 506,100 bin
box locations and 41,952 openings for a total of
548,052 locatlons. It Is a high-rise rack and bin
storage faclility. A crane plicks up and deposits
modules at the end of the operating aisie to and from
the stands serviced by the AGV system. The system can
move 15,500 |line items from Bullding 111 to the
consol ldation work area in Bullding 11 by way of
modules transported by AGVs.

The IMC pallet storage facility In Building 10
conslists of two storage sectlons. The storage facility
consists of 26 alsles in 17 bays with four rack tlers
In each bay. An AGV delivers a pallet from recelving
Induction to the proper AGV interface stand in front of
the aisle where the pallet/module Is to be stored In
the computer-assigned alsle, tlier and location.
Stowing and Issue procedures are l|dentical to
procedures performed In the high-rise Buiiding 111,
Both Bullding 111 and Bullding 10 could be used for
storage of bulk purchased pharmaceuticals and then

retrieved when needed.
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The pharmaceutical items, moved from the
prescription processing faclllity to the induction area
In Bullding 110, would bypass Bulldings 111 and 10 and
proceed on to the consolidation, packing and shinping
area |In Bullding 11. The bar-coded pharmaceutical
items could be routed by AGVs to a work station in 11,
A bar-code terminal and laser scanner for reading the
tote bar code labels are at each work station.

The first step Is consolidation of the Items. The
operator, using a hand-held scanner, scans the bar-code
label that was placed on the |tem durling processing and
sends |t to one of the packing stations,

The second station |s packling. The Items are
conveyed Iinto the packlng area via four conveyors
comlng from the consolldation area with each conveyor
feeding a separate bank of packling stations. Each
work station has a conveyor feed line and shares a
take-away conveyor lIine with the station next to it.
The take-away line is used to convey the items Into
the shippling area, as well as to route empty totes back
to the consolidatlion stations. A laser scanner

automatically reads the tote number Jjust prior to Its
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reaching the packing statlon at the end of the inbound
lane. The system uses the data obtalned as a result of
the read of the tote bar-code label as it moves
through the tote scan device. This device is mounted
In the tote line~up area of the pack statlion to print
the Issue release/receipt document (IRRD). The packer
places the |Item{s) In the approprliate package and the
IRRD Is placed both inside and outside of the puckage.
The packer releases the sealed package and it Is
conveyed through a DWASP welgh and offer statlion to
shipping.

Shipping Is the last statlion. The IMC shipping
station has a series of 24 work statlons consisting of
14 small parcel, seven frelght, two pallet pack
statlions and one pallet offer station. All statlions,
except the two pallet pack stations, are under system
control. Each station has a CRT and a laser scanner,
The small parcel work statlions each have one master
shipping label (MSL) printer; the freight work statlons
each have one MSL and one automatic packing list/route
slip (APL) printer. Two Inbound conveyors from the

packing area delliver totes to be welghed, costed, mode
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determined, and sorted for labeling and shipping. The
container weight is automatically obtalined. After
system control has determined the mode and work
station, a notification Is sent to the automated weight
and cffer system process to cause the dlversion to the
proper work station. At the same time, system control
sends MSL and APL data to the assigned work station.

By the time the tote arrives at the station, the
shippling label and packing list/route siip will have
already been printed. The station operator only has to
apply the label and pack list/route list (freight only)
to complete the shipment. |f the mode Is United States
Postal Service (USPS), a conveyor transports the
cartons to a USPS shipping area operated by postal
emp loyees where special labeling and manifesting are
done. |f the mode |s United Parcel Service (UPS) or
Roadway Packaging System (RPS), two take-away conveyors
move cartons dlirectly to one of four statlions which
route cartons directly to the shipping dock. The
shipplng dock s serviced by two extendablie conveyors
for dlrect truck loading.

Small packages such as pharmaceutical parcels can
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be sent USPS, first class, as bulk mall for as little
as $10.00 per 100 pounds (MclLean, Robert B., Colonel,
personal communication, 13 November 1989). Using the
IMC as the processing, distributing, packing and
shipping faclility would change the way the mliliitary
medical department does business, specifically the
malling of pharmaceuticais, The DDMP's modern
mechanlzed warehousing faclility is desligned to increase
workload and achleve a payback through substantial
savings. It could also be a potential site for a
Tri-Service mail order pharmacy system.

The concept of model B Is to use the pharmacy
depot at the DDMP as the Tri-Service site for
processing mall service prescriptions and use the IMC
for distribution. Assuming the avallability of at
least 30,000 square footage In the pharmacy depct, as
communicated by COL Shockey, the number of phaimacy
personnel to staff such an endeavor wlll be caiculated.
The objective Is to determine |f personnel spaces and
ultimately dollars could be saved.

Ingredient costs (compared to those used In model

A) will remain the same because the mllitary
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procurement system will continued to be utlillized to
purchase pharmaceuticals. However, the "Buy Big, Buy
Smart" concept of bulk pharmaceutical purchasing could
certainly save additional dollars. For instance, Table
7 provides an "approximate" cost savings of
pharmaceuticals presently avallable In bulk. Last
year, these pharmaceuticals were purchased In major
lots of small quantities. Had they been purchased In
the readily avallable bulk lots, cited savings would
have accrued. Flgures are derived by applylng KACH's
experlience In savings, using bulk pharmaceutical
purchasing, to WRAMC's "Top 50" listing (November 1988-

November 1989) (Appendix D.)
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Table 7
Bulk Purchase Savings
Product savings
CARDIZEM 60 mg. $61,132.30
CALAN SR 240 mg. 29,324,686
VASOTEC 5 mg. 26,321.81
VASOTEC 10 mg. 11,329.32
CAPOTEN 25 mg. 15,605.72
PEPCID 20 mg. --]0,627.30
$154,341.11

Pharmaceutical manufacturers for sixteen drugs of
WRAMC's "Top &0" |ist are presently discussing the
feasliblillty of providing thelr products in bulk
containers. Several companies have already completed
accelerated stabllity testing and submitted thelr data
tc the FDA for approval. If an average of 11.6%
savings (based on KACH’s current savings with "Buy Big,
Buy Smart") Iis applied to WRAMC's "Top 50" list
purchases of $2,723,237 for these 16 drugs, an

approximate savings of $315,895 could be reallzed
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(Kotzln, 1989).

If the principles of "Buy Big, Buy Smart" were
applied to WRAMC’'s "Top 50" |list for which discusslions
with manufacturers should soon be held, an approximate
savings of $586,386 ($5,059,164 x 11.6%) could be
reallzed, In May, 1989, KACH converted Its
Cholestryramine Powder (Questran) from boxes of 60
packets to cans of 42 doses (See Table 8). Based upon
this, KACH projects a yearly savings of $24,360 or 3.5

days worth of pharmaceutlical purchases.

Table 8
Questran Conversion
Presently Questran 6505-00-105-0372 $36.55
(Packets of 60's) (60.9 cents/dose)
Questran Can, 6505-01-274-2720 $11.40
(378 grams: 42 doses) (27.1 cents/dose)

From WRAMC "Top 50" (November 13988- November 1889)
532,260 doses were dispensed. At a savings of 33.8
cents/dose, a cost savings of $179,803 could have been

realized. It Is the opinlion of the Innovator of "Buy
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Big, Buy Smart", Major David Kotzin, that the
appllcation of this concept could save WRAMC $2,000,000
(Kotzin, 29 November 1989).

The approximate cost savings of "Buy Blilg, Buy

Smart" at KACH Is as follows:

Table 9

PRODUCTS QUANTITY (6 mos) SAVINGS (12 months)
CALAN SR 240 mg. 170,000 $23,042 (11.8%)
CARD | ZEM 60 mg. 190,000 19,200 (16.6%)
VASOTEC 5 mg. 100, 000 13,410 (11.6%)
VASOTEC 10 mg. 100,000 14,972 (11.6%)
PEPCID 20 mg. 80,000 19,017 (11.6%)
MOTRIN 600 mg. 240,000 4,500 ( 4.6%)
MOTRIN 800 mg. 240,000 4,500 ( 4.6%)
CAPOTEN 25 mg. 120,000 18.848 (11,4%)

$110,489%*

* Thls savings does not Include additional savings In
labor, warehousing charges, frelght etc. (Kotzin, 29

November 1989).

88




Mail Order Pharmacy System

To determine Impact of mail service on combined
military MTF operations, an actual cilvilian mall
service pharmacy which produces 69,000 mail service
prescriptions per week was chosen to help construct the
model. The 69,000 figure Is three times the present
workload of the combined Washington, D.C. metropolitan
area milltary treatment facliities; that is, KACH, DACH
and WRAMC combined prescriptions are 23,000 per week
(1200, 1200, 2200 respectively, per day) based on a
five-day workweek. If the actual mall service pharmacy
requires 77 registered pharmaclists, 81 pharmacy
techniclans, and 124 clerlcal and typlng staff, then,
using Its current workload, the millitary would require
one-third that number to staff its faclility.

Therefore, there Is a military requlrement for 25
registered pharmacists, 27 pharmacy technicians and 41
clerical staff.

The percentage of dispensing costs by voliume will
be used to determine personnel spaces because it Is a
varlable that changes with each of the models. KACH

uses 48% by volume for Iingredient costs of its top 100
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refill drugs. Therefore, 48% of Its current pharmacy
staff equates to 3 registered pharmacists, 6 pharmacy
techniclans, and no clerical staff (there iIs only one
clerk-typist space at KACH). DACH uses 52% by volume
for Ingredient costs of Its top 100 refl!l drugs; 52%
of Its current pharmacy staff equates to six registered
pharmacists, nine pharmacy technicians, and no clerical
staff (again, DACH also has only one clerk-typist
space). WRAMC's 82% volume would equate to 36
registered pharmacists, 37 pharmacy technicians, and
one clerical staff. Therefore, the metropolitan
district of Washington, D.C. (KACH, DACH, WRAMC) has a
comblned total of 45 registered pharmacists, 52
pharmacy techniclans and one clerical staff spaces
dedicated to dispensing refill prescriptions. A
comparlson of these spaces with the personnel spaces
needed to service a centralized mall service facillty
in Mechanicsburg (25 pharmacists, 27 techniclans, 41
clerical), reveals the following:

1. There appears to be an excess of
"aval lable" reglistered pharmaclsts presently dispensing

refills at the three MTFs versus how many pharmaclists
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would be required to work at filling the same amount of
refills at a central mail service pharmacy facility (45
at MTFs vs. 25 at centralized facllity). This equates
to 20 saved professional spaces, or a 45% savings In
required professional personnel (20/45).

2. Of those pharmacy technlclans requlred for
the central faclllity, 48% would not be needed (§2 at
MTFs vs. 27 at centrallzed facllity). Thus, 25 spaces,
a 48% savings (25/52), could be reaiized in para-
professional slots.

3. Clerical staff support ls difficult to
determine. The small number assigned to MTFs does not
come close to the number needed to staff a centralized
mail pharmacy facility (1 at MTFs vs. 41 at central).
Approximately 20% of dispensing workload Is clerical
support. The non-professional staff requirement |Is 40
hires at minimum clerical wage and could be contracted
out at low cost. At MTFs there exists no clerical

support of the type required to support a centrally

operated refill mail service prescription center.
Thus, these low wage/low skill level personnel must be
hired to flll a current vacuum. That Is not to say
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that a commensurate savings in support personnel spaces
may not accrue to a facllity which no longer requires a
certaln number of professionals and para-professlionals,
While the support personnel are evident at the
contracted facilities analyzed, these same support
personnel are hidden within the framework of the larger
m''‘tary organization. For example, much of the
support required for administratively processing the
refllls at the contractor facllity Is accomplished at
the MTF In other areas of the hospltal. Records review
Is handlied at central records, whiie much of the
administrative overhead for the personnel Is handled by
supporting post administrative services. This area of
support requirements will be addressed In greater
detall later.

Savings In spaces Is not the only benefit derived
from thls model, however. Costs savings can be
realized as follows:

Using an actual civillan mall service pharmacy as
a basls for comparison (a 30,000 square foot facillty
producing 69,000 prescriptions per week or three times

the 3 MTFs productivity (23,000 per week)), cost
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figures can be approximated. |If the total operating
(dispensing) budget In the civilian facility iIs
$1,178,395.06 per month, $14,140,740.72 a year, then a
centralized facllity would be one-third that amount or
$392,405.55 a month, $4,708,866.60 a year. Total labor
budget |s 60% of the total operating (dispensing)
budget, or $707,037.03 per month, $8,484,444.36 per
year (excluslve of labor Involved In Ingredient costs).
If 70% of the total labor budget Is for direct
dispensing labor (pharmacists, techniclans, clerical
support), then to dispense 69,000 prescriptions each
week for a year requires $5,939,111.05. One-third of
that, to dellver 23,000 prescriptions per week, would
be $1,979,703.68.

| f one approximates reglistered mililtary
pharmaclsts’ salarles (Lieutenants to Coloneis) at
$40,000 per annum, then $40,000 x 25 required central
faclllty spaces Is an expense of $1,000,000. The
miiltary pharmacy technlcians salarles average at
$18,000 per annum, so $18,000 x 27 required central
faclility spaces |s an expense of $486,000; the

clerical contracted staff at minimum wage would
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accumulate at a cost of $383,760 per annum (41 spaces X
$9,360). Total central facllity dispensing costs to
operate model B, with military personnel and hired low
wage clerical support would be $1,869,760.

Mail costs are the second ingredient in
determining the overall dispensing costs of the malil
service system, and have the potential to raise the
price to an unacceptable level. Past experlence,
however, Indicates that a computerized variety of
shipping means tled In with multiple contracts can
lower malling costs to as low as filve cents per
prescription. (This assumes a single prescription at
approximately 1/2 pound.) At 23,000 prescriptions per
week, that comes out to a total cost of less than
$60,000 per year ($59,800).

Dispensing costs in this model as well as Model D
(central facillty, management contract) Involve only
labor costs and malling costs, as the price of
equipment such as "Baker cells" and computers must be a
requirement to Improve pharmacy efficlency, no matter
which model Iis chosen. Such purchases would be a

constant for all models, and therefore not calculated.
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Both this model (B) and Model D at the Defense
Depot In Mechanicsburg, Pennsylvania would also require
conversion/start-up costs to renovate the existing
facllity at the pharmacy depot. But the cost must be
conslidered a one-time sunk cost and not be a major
factor in the consideration. Lookling at Just the three
MTF pharmacles, one can advance a credlible argument
that a consolldated pharmacy will undoubtedly save much
more than |ts construction costs. Walting room areas
will decrease; in fact, overall pharmacy slzes should
decrease, so reconstruction/area upgrade costs wiil
diminish In proportion to the area saved by a
consol ldated facillity. Malntenance costs willl shrink
as well, while hosplitals constrained by space problems,
especlially administrative space problems, may find the
smaller slize of pharmacy areas to be quite acceptable.

The Integrated Materiels Complex will also bear
the brunt of the consollidated pharmacy cost and thus
cause |lttle Impact on Health Service Command. In
essense, since the IMC is searching for areas to expand
Its mission, It sees a natlonal or reglonal pharmacy

distribution point as an advantage, rather than
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detriment, to |ts operations. Year to year maintenance
costs would, for the most part, fall to the normal
upkeep and maintenance budget of the IMC, and should
also not be a determining point. The IMC wouid absorb
the Internal distribution and packing cost of the
prescriptions, an already sunk cost for DDMP. Wastage
would be better controlied at the central facllity as
usage would be accelerated and explirations and breakage
less costliy utilizing larger bulk purchased
pharmaceuticals. As earller stated, "Buy Big, Buy
Smart" should be a definite incorporated operational
procedure and "part and parcel" of the overall cost

savings.

Results of Model C

This model compares two relatively similar medical
actlivities with each other, an Army Communlty Hospltal
and a simllarly sized Veterans Admlinistration Hospital,
to determine |f a decentrallzed model would be a
cost-effective option. KACH dispenses approximately
1200-1400 out-patient prescriptions per day or

approximately 6,500 prescriptlons per week. The actual
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VA in the model, likewise, dispenses 363,212 per year
or 6,984 prescriptions per week. Kimbrough currently
dispenses 54% of Its Ingredient costs In refllls (for a
total of approximately 3510/week), while the VA
dispenses approximately 62% In refills (or
approximately 4330/week). Kimbrough'’s total pharmacy
operating budget (FY 89) Is $2,248,099.94, while the
VA's budget (FY 89) Is $2,816,859.50. By volume, 48%
of KACH's out-patient workload Is for dlispensement of
refll| medicatlons and all are potentlial mail service
prescriptions. Mall service prescriptions make up 45%
of the VA's out-patlient workload.

The full time equivalent (FTE) staffing at KACH is
seven reglstered pharmacists, 13 pharmacy techniclans
and one clerical support, while the VA staffs seven
reglistered pharmacists, elght pharmacy technicians, and
two clerical support staff full time. It appears that
the VA facillty can process an Increased (15%) pharmacy
workload without difflculty, or a signiflcantly larger
budget. (This Is measured by the 550 more refill
prescriptions per week processed by the VA (4330) than

even the highest KACH weeks of 3780. 550/3780 = .15)
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It is assumed that a certain percentage of the present
CHAMPUS population will move into a mall service
pharmacy population and therefore Increase the
workload. |f the VA can handle a 15% increase in
workload, then a commensurate 15% increase in the MTF's
work load should be manageable using this model without
an Increase in expenses. Addlitlionally, the KécH MTF
has a 62% greater number of technical personnel
assigned to handle approximately the same work load.
Even |f greater numbers of CHAMPUS users should switch
to the decentralized MTF mail service system, the MTF
should be able to handie the Influx with |Ilttle change
in operating patterns.

The VA model spends approximately $145,539.16 on
mall costs and has sunk $5200 Into equipment such as
CRTs and printers for operatlion of their business. (It
Is important at thls point to recognize why the mail
cost for the VA model Is so much more than for the
model B malil costs. Under model B, mall and shipping
costs were computer regulated across a wide array of
transportation means by a distribution system already

in place. It becomes obvious to the casual observer,
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that should this type system not be in place, as It
cannot be In a decentralized system, then mail costs
Iincrease commensurately.)

If .54/.62 Is .87, or the difference in costs to
KACH is 87%, then 87% of the mall costs would be
$126,619.07. This flgure Is the disparity between
rurrent reflll costs by mall versus the difference In
pharmacy technician manpower spaces. If there exlsts a
difference of 5§ pharmacy technician spaces between the
MTF and the VA (13 at MTF vs. 8 at VA), then 5 slots
at an approximate average salary of $18,000 per year
equates to $90,000 saved in para-professional slots.
This $90,000 offsets the cost of $126,280 for a
difference of $36,290, an expense to the MTF to use the
VA model to operate a maill service pharmacy as a
decentrallzed model. To anticipate the increased
workload that might be realized from a shift in CHAMPUS
users, however, the modei C savings In manpower costs
might have to be reviewed, especlally as more people
are Informed about the good aspects of the Malil Service

Pharmacy System.
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Results Model D

Mode!l D Is the cilivilian management-contracted
model. This Implles that the ingredient cost will
remain the same as the other models. The government
procurement system of pharmaceutical purchase Is
utllized in thls model. Therefore, only dispensing
costs are considered for possible cost savings. This
model Is based on an actual civilian mall service
pharmacy, the same as the civilian company addressed In
Model B. However, due to confidential nature of thls
information, the flrm will not be named In this
research paper.

The mall service pharmacy model as a
management-contracted model would be l|ocated at the
site of the pharmacy depot and the Integrated Material
Complex at the DDMP (as was Modei B). The only
dlfference would be that the staffling and
administration of the operation Is civit!ian-contracted,
and not directly managed by miltiitary Pharmacy
personnel. However, the military would be directly
involved In contract specifications and Intermittent

monitoring as deslred. This particular civilian
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pharmacy produces 274,155 prescriptions per month or
69,000 prescriptions per week. This number Is
approximately three times the current modeli'’s
productivity level. Keeping this fact in mind, the
cost flgures will be approprliately scaled to the
military workload needs.

Labor needs of the civillan model| are divided Into
direct and indirect counts and costs. There exists a
requirement for 77 registered pharmacists, 81 junlor
nharmacists or technicians, 60 typists, and 64 clerical
staff. This totals 281 personnel for direct labor.

The Indirect labor staff consists of 7 administrators,
28 customer service personnel, 15 warehousers/Inventory
controllers, 7 maintenance personnel, 3 security
personnel, and 13 clericai, a total of 71.
Additlionally, there are 16 managers/supervisors. The
total labor staff numbers 368 headcount. The total
cost of this labor Is $707,037.03 per month or
$8,484,444.36 per year. That translates to $235,679.01
per month or $2,828,148.10 per year as labor cost for a
management-contracted operation to produce the current

model's output of prescriptions.

101




Mail Order Pharmacy System

Dispensing costs other than labor includes
occupancy costs which are rent, depreciation, rentals,
maintenance, repairs, telephone, utilities, taxes,
Insurance and amortizatlon of start-up. This figure is
10% of the total operating expense or $117,839.50 per
month or $1,414,074.07 per year. This equates to
$39,279.83 per month or $471,358.02 per year to pay for
the above in thils model.

Customer support Includes postage, promotional
material and packaging inserts which are 24% of the
operating budget. This cost should still be jower than
the calculated cost as the model uses the IMC for
distribution, packaging and shipping. Regardless,
conservatively figuring, the cost amounts to
$3,393,777.77 per year. This Is $1,131,259.26 per year
for the model. Other expenses are 5% of the operating
costs and equals $707,037.04 per year, or $235,679.01
for the model.

The grand total In dispensing cost of thls model
per year, the sum of $2,828,148.10 and $471,358.02 and
$1,131,259.26 and $235,679.01 Is $4,666,444.39.

Functional responsibillities of the registered
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pharmacists Include checklng and control of
prescriptions, managing the main operation and

supervising the narcotlic cage, utilization review,

doctor call, screening, and quality control. The
techniclans participate |In doctor call, screening,
"Baker cell", vertical and straight pick of medications

to dispense a prescription. Data entry personnel
perform the typing requirements and clerical staff open
mall, prepare and place labels, and pack. The grand
total cost of the above staff direct labor amounts to
$1.651 per prescription and the indirect labor, $0.507
for a total of $2.158 per prescription In labor cost.
The mail service prescription drug work flow would
move as described (appendlix E). The patient malls the
prescription to the malil service pharmacy at the DDMP
pharmacy depot. The mall |s opened and sorted.
"Screenling" includes the prescription checked by a
pharmacist against plan speclflications, generic
substltution determination, national drug code number
with unlque check digit assigned, patient Instructions
and days supply checked, and drug Informatlion leaflet

inciuded. "Data entry" involves fuctions such as
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eligiblility verification on-line by name and
Identication number, quality control checks performed
based on computerized patient proflle, drug-to-medical
condition check, drug-to-allergy check, premature
refill evaluation, and on~line printing of labels and
refill slips as well as coding of patient order.

"Qual ity Control" comprises patient profile review
on-|ine by registered pharmacist, and, |f problem
exists, prescription forwarded to professional services
for research and resolution. "Professlonal services"
handles premature refill evaluation, potential adverse
reactions and abuse/misuse sltuations evaluatlion, and
pharmacists contact physicians if necessary to
determine resolutlon. If the problem Is resolved,
dispensing occurs, otherwise the patient must resolve
the problem with his physlcian. The most frequently
prescribed drugs are dispensed from automated "Baker
cells" actlvated by coded patient order form, all other
non-compounded drugs are dispensed from vertical
carousels simllarly activated. Drugs requiring speclal
preparation are dispensed from the compoundling area.

Mall label Iis provided only after the computer verifies
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completion of order. "Qual ity Assurance" functions
Includes final check performed by a registered
pharmacist to ensure dispensing accuracy. Label is
checked against prescription. Visual check of
medication Is performed and pharmacist seals package
before sending It to the mailing area.

At this point In the process the prepared
prescription Is conveyed to the IMC for distribution,

packaging and shipping, as described above In Model B.
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IV. Discusslion
Several assumptions are made when analyzing the

data:

service system. No patient would be given the option
of filling his prescription through a walk-in service,.
That Is not to say, however, that pharmacies would not
respond to emergency sltuations; as a matter of fact,
because of the low number of personnel utlllzing the
MTF pharmacy ltself, emergency refil! prescriptions
could be handled in an expeditious manner. Thus, the
emergency could be treated |lke an emergency.

2. Beneficlaries currently use CHAMPUS because
MTFs are Inconvenlent, Within the Washington, DC area
the largest MTF Is Walter Reed. With little or no
parking available at WRAMC, the fight through
Washington area traffic Just to get to the pharmacy, an
average walt of approximately one hour, and the
subsequent drive home through the same traffic, the

number of personnel authorized to utillze WRAMC who
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declide to utilize CHAMPUS Iinstead is great. Whille
fewer I[nconvenlences hamper visits to the other two
MTFs, there |s yet some drawback In the waiting time,
and even some of these personnel have to drive as much
as one hour each way to get to the pharmacy. Thus,
despite the higher cost to the user connected with
using CHAMPUS, these personnel spend the money rather
than flight the problems assoclated with MTF pharmacy
use.

3. Some CHAMPUS beneficiarlies, based on cost
savings (no co-payments) will move to MSP., In effect,
we belleve that the option to obtain commensurately
convenlent service at a much lower (or no) cost would
draw a multipliclty of current CHAMPUS users Into the
MTF net. (lIndeed, |f assumption 1 Is valid, then |t
might follow that all or the major portion of all
normal refllls would not be allowed under CHAMPUS.)
Even If completely voluntary, however, many personnel
would find mall order prescriptions a service superior
to what CHAMPUS could offer. At lower costs and
avallable In the convenlence of ones own home, mall

order prescriptions should attract a huge CHAMPUS
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following.

4. Ingredient costs for ail four models will
remain essentialily the same. No matter which option is
chosen, |f Buy Big, Buy Smart is adopted under the
current MTF model, then the ingredlent costs for all
four models should remaln essentially the same.
Consequently, throughout this study, Iingredient costs
were not used as a factor to differentiate one model

from another.

Analysls
Keeping these assumptions In mind, analysls of the
set of models Involves comparison of the costs of the
basel ine system agalinst each mail service model's
costs: that Is, slnce ingredient costs are assumed

equal, the dispensing costs.
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Table 10
Sum of Analyzed Results
SYSTEM COSTS PERSONNEL SAVINGS
(In Dollars) (in manpower spaces)
MQDEL A $1,648, 180,34 O Pharm; O Techs
MODEL B $1,929,760,00* 20 Pharm; 25 Techs
MODEL C $2,048,190.34 O Pharm; 18 Techs
MODEL. D $3,519,473.20% 45 Pharm; 52 Techs

* Plus c.st of clerical support

# This assumes current management structure. See

below.

Second, comparison must be made between the
several models’ service efficlency.

The first comparison Is rather straight forward:
all the responses are in finite numbers which we may
compare easlly, one against the other. Dispensing
costs differentlal may be the key to d-cislon makling.

A projectlon of the percentage of various estimated
utillzation rates wll} be done to determine costs under
var lous user populations. |f dispensing cost savings

can be maximized, then the cost-effectlveness of the
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particular mail service pharmacy model could also be
maximized.

The second comparlison is, however, not so easy.
Essentially, In this comparison, we attempt to analyze
different degrees of good and bad: two rather nebulous
concepts over which we may have much disagreement,
Nonetheless, such comparlison |Is necessary |f we are to
reach a valid Indication of which of the models meets
our criteria of being not only most cost effective, but
the best model for the soldler.
Comparison of Model B to Model A

Dispensing costs of the two models are fairly
apparent, The summation of the dis“ensing costs of
model| A, as listed above, |Is the aggregate of the
dispensing costs of the three MTFs. That Is, DACH
costs, which equal $218,474.55; KACH costs of
$139,744,.50; and WRAMC costs totaling $1,289,971.29.
Thils makes the combined costs of the three MTF
dispensing costs, per year, $1,648,190.34.

Determining the dispensing of costs of model B was
a bit more difficult (there being no actual model In

place, and thus no concrete budgets from which to

110




Mail Order Pharmacy System

extract data.) As discussed above, however, the major
costs assocliated with this second modeil, which
differentiated It from the current model, were the
labor and malling costs. (See discussion of mode! B
for renovation and upkeep costs.)

Labor costs could be calculated in two dlfferent
methods: both gave similar outcomes. Extrapolating
data from a comparable civillan operation determined
that l|abor costs would equal approximately $1,980,000.
Using approximate figures for a mix of mi||tary and low
scale clvilian hire netted a total of $1,870,000, or
approximately 5% less. Both these figures are b:st
guestimates, but are close enough to reinforce the Idea
that running model B, even inhcliuding the mail costs of
$60,000, would cost approximately $2,000,000 per year,
or, at flrst glance, about $350,000 per year more than
the current model.

This large $350,000 increase fails to take several
items Into conslideration, however. Bullt intc the B
model are the dollars savings from having to use 20
fewer pharmacists and 25 fewer techniclans, but having,

eventually, to hire up to 40 new clerks. Not built
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into conslideration during model construct, however, is
the number of "spaces" the military saves by being able
to do the same or better Job with fewer people. At a
time when the Army Is looking to cut spaces In the
combat service support arena so it will not have to
delete those allocations from its combat unlits, a
manpower savings of 45 slots from the three Washington,
D.C. unlts saves a combat platoon somewhere else.
Compar |son of Model C to Model A

Turning all the MTFs Into essentlally
decentralized mall order facllltles has several good
points, especlially where the cost factor Is considered,
but does nothing for the major worklioad of the
Individual MTF as a whole.

A look at the general cost of the C model
recognlzes that mal! costs are really the only Increase
over the current model A, These costs, approximately
$120,000 for an MTF the size of KACH, (agaln, there Is
little mall cost savings under the decentralized
model), are partially offset by the increased number of
patlents which tha refill system can handle during any

time period, slmply because the system has the
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capabil ity of operating the complete 24 hours a day.

Assessing the composlite mall costs for ail three
faclillities, however, generates a figure almost as high
as that of model B, even with its clerical support
contract. (Somewhere near $400,000). That total is
also not relleved by a commensurate decrease in
personnel, (only about 18 total), so the cost of
personnel, as well as the number of spaces remains
almost as high as under model A.

One good point for model C Is, however, the
avallabllity of pharmacists with which the population
can relate. Over time, and desplte the fact that
military pharmacists rotate every three to four years,
patrons of the decentralized facilitles will be able to
interact with the same pharmaclists they deal with when
they flrst receive thelr prescriptions. This allows
the forming of a good pharmaclist/patient relationship
which pharmacists insist Is a must for good pharmacy
operations.

Comparison of Model D fo Model A
Mode!l D Initlally seems to present a problem from

the perspectlive of cost. At over $3.5 milllon, it Is
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more than double the amount required to operate Model
A. Certain aspects of this model need to be clarifled,
however. As indicated above, this model assumes the
transfer, lock, stock, and barrel of the contractor
structure after which it was modeled. While it is not
possible to be explicit in projections, it iIs
reasonable to assume that certain personnel positlons
required currently by the contractor would not be
needed under Model D. For Instance, customer service
personnel are part of the current payroiil, as are
warehousemen (whose role would be undertaken by depot
personnel.) Malntenance and securlty personnel slots
would also be eliminated as would many of the current
clerical positions. A management staff which |Is geared
to constantiy finding customers could be scaled back,
slnce Its only customer would be the Tri-Services
utliltizlng the mail order service. Thus, whillie the
worklng figure for Model D is that of the currently
constructed contractor, a more reallistic assessment of
what the government needs -- and would pay for, could
probably cut that figure by one-third, leaving a flgure

of about $2.3 milllon Instead of 3.5.
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By far, however, the biggest savings from choosing
Model D would be Iin the realm of manpower spaces. As
Table 10 shows, this model has a composite savings In
manpower of at least 97 personnel. What the table
cannot show, and indeed what cannot be necessarily
uncovered, Iis the number of additional spaces saved by
a cutback in milltary personnel. Some estimates
indicate that within the General Service clviliian corps
alone, there are 5 clvilians to support every single
soldler. While that figure Is higher for the Navy, and
much lower for the Alr Force, a commensurate decline In
required GS poslitions must be anticlpated with each
mlilltary slot saved. As the slot savings rise, then, a
hldden savings accrues to the millitary. Were thls type
mode!| expanded to Include every military pharmacy, the
attendant personnel savings (and therefore dollars
savings) would grow to a phenomenal level.
Compar|son of Alternative Models

It becomes obvious to the casual observer that the
competling models to choose from are B and D. Model A,
while ostenslbly the lowest costing model, in reallty

costs the Army what at this point In time It cannot
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afford to pay -- manpower spaces.

Model B seems to be a compromlse between the
higher cost Model D with Its huge manpower savings, and
Model A with Its low dollar cost, high personnel costs.
In reality, however, choosing Model B would be taking
only half measures. The beauty of Model D Is the
abl 1ty of the contracting office to mold the
contracted support to the catchment area It serves.
Should the declslon-makcrs decide to go all the way and
bulld a complete system of contracted pharmacy support,
then two to three large maill order pharmacies could
service the entire country. The savings in manpower
would, In such an instance, be aiso reflected In cost
savings, qulte akin to the Buy Blg, Buy Smart program.
In essense, the program would be one of mall big, mall
smart.

Earller, thls paper focused on the fairly high
number of personne! who, during interviews, Indlcated
they would llke to try a mail order system. Thelr
desire to try something untrled, untested relates to
thelr current dissatisfaction with the system. Sitting

in waiting rooms full of "sick people" Is not someone’s
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idea of how to spend ones time -~ especlially when one
also Is sick. Reflll maintenance |s a process which
should be as painless as possible, in trying to
service our population, we constantly attempt to do
what |Is best for the patient,. In the case of mall
order versus In house pharmacy, the patient I|s best
served through a system of mail order refllls. The
type of organization which can do that kind of business
best, is an organization for which refilling

prescriptions Is thelr business - their only business.
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V. Conclusions and Recommendations

After having compared the various models to each
other, a rational choice seems fairly evident. The
methodology for determining that cholice, however, shall
be applied as folliows:

1. |f there are increased cost savings but
decreased service efflciency, reject the model.

2. |If the@re are Increased cost savings and
increased service efficlency, accept the model.

3. |f there are Increased cost savings and the
same service efflciency, accept the model,

4. |If there are the same cost savings and
Increased service efficiency, accept the model.

5. |If there are some Increased costs, but
countervalllng Increased service effliclency and other
unquantifiable advantages, consider accepting the
model ,

The comparison models have shown a comblnation of
savings or losses In costs and services compared to the
basellne prescription model. From the very beglnning,
we asked ourselves how best to Jjudge our outcome. As a

rather rigid set of parameters we said Initlally, "If a
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signiflicant difference does exlIst, with mall service
showing a cost/beneflt savings, then HSC should make a
decision to fund a pilot study to gather additional
data. |f It Is shown that the baseline model is less
expensive than a mail service dellvery system, while
providing equal or better service, then the decision to
pursue mail service |Is no longer valid."

The only problem which confounded us was when cost
and service under one model diverged greatiy with the
baseline. |If costs were greater whlle Iimproving
service, or savings greater while degrading service, a
decision must be made whether to save the government
money or to assist the soldier with a service.

Looklng at our four models, and comparing each to
the baseline and then to each other, |t became obvious
that some form of mall service pharmacy would be the
approprlate choice. Model B offered a valld solution
in which the mllitary provided the mall order service
at a cost lower than a civillian contracted faclility,
but at a cost substantiaily higher than under the
current system - |If one does not look too closely for

certain hidden costs and Inadequacles of the current
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system.

Model C was essentlally the current model with
access to a mallbox. Nonetheless, this model was the
least expensive of the newer models, for essentially,
there were no Incurred start up costs, nor disruptions
In service to provide customers with Increased
headaches. Under this system, the beneficiaries could
be most gradually assumed Into a new system and thus
weaned as painlessly as possible from thelr dependence
on the common walk-in pharmacy. Mode! C allowed the
customer the luxury of continulng to deal with the same
pharmaclist, rather than having to deal at a distance
wlith an unembodied volce from over the phone. The
ma jor drawback wlth the C Model was that It saved the
government very few spaces. Even when |t was
postulated that decentrailzed, but mail service
pharmacies could glve up some of thelr spaces, (simply
because the flex!Ibllity of multishift pharmacles
provided more time to deal wlith a workload which could
equitably be shlfted across workshlfts) the space
savings were not high enough to Jjustlfy thls move.

With attendant possibilities of post closings (and
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therefore pharmacy closings) certaln segments of the
population the MTFs now serve would lose their access
to pharmacles. There had to be a better way.

Mode! D proved to be that better way. By
contracting the pharmacy operation to a permanent mail
service organization, the Army would save the
equivalent of a company-sized unit with the stroke of a
pen; and with little trauma on both slides. The
relative cost Increase In operations will probably not
be as great a differentlal as more cost savings in post
operations become evident. Almost the entire cost of
hiring the administrative help, approximately $350,000,
will, In the long run, be recouped In lower costs of
post support (the so-called hldden costs In running a
military post.) Thus, the biggest qrawback to choosing
the contracted model wlll probably, after futher study,
diminish. Even should the cost differentlal remain,
however, as stated above, that which will be gained
more than offsets such a price Increase. Efficiency
will Increase as the agenclies have shown a major
capablillity in handling massive loads of pharmaceutlicals

- an Inestimable attribute at a time when pharmacy
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demands will be golng ever higher. The patron will be

serviced with greater ease to both himself and the MTF

- no longer will the beneficlary be obliged to run to
the MTF each time he requires a refill, and no longer
will the Army hospital resemble a Dickenslan work house

as dozens of patients sit waiting for prescriptions
which seemingly never come. Additionally, as stated
above, for those few times when the patient must return
to the MTF for pharmacy support, the pharmacy wlll not
be closed to him because of long lines. 1In all, it
becomes evident that model D would be the best
alternative.

Assessing the above various options, therefore,
and viewing the Army In the |ight of Increasingly more
constrained resources but higher demand, we are left
wlth the obvious recommendation:

That the Army adopt option D; contracted mall
order pharmacy services, operatlng out of Integrated
materlel centers and taking advantage of the buy big,
buy smart programs. As a raplidly changing world
demands that the total Army reconfigure to meet the

challenges of the new decade and the new century, the
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Army’'s medical elements must aiso plan to adapt to new
parameters. Already, the testing of the Composite
Heaith Care System proves the viablility of automated
and integrated patlient administration, schedullng,

labs, radlology, pharmacy and nursing. Innovative
programs have decreased CHAMPUS costs by contracting
doctors at lesser fees and have saved valuabie manhours
by having optical companies come to the troops to fit
safety glasses rather than the other way around.

The program we have examined, the Mail Order
Pharmacy Service, aiso shows potentlial for savings many
times Its cost. Properly constructed, tested and
contracted, this Initlative clearly will help move the

Army medical program into the Twenty-Flrst Century.
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APPENDIX A
- PHARMACY SURVEY

! am a student In the US Army-Baylor Universlity Graduate
Program In Health Care Admintstration and am conducting research
for my thesis. Please take a few minutes of your time to
complete this questionnalre. :

1. How long does It take you to travel to this medical treatment
faclility to obtailn your out-patient prescriptton drugs?

2. How many miles would you estimate you trave! to this facillty
to obtatn your prescriptions?

3. On the average, how long do you usually walt to obtaln your

prescriptions?
{

4. How do you pass the time walflng for your prescriptlions to be
filled?

5. How many prescriptions per month do you have fllled at th's
medical treatment facllity?

6. Do you sometlimes use CHAMPUS, Supplemental Care, or other
third~-party payers to obtain your prescription drugs? Which?

7. |f the Army provided a mall-order pharmacy service (mall In
your prescription to the Army pharmacy - they return It to you In
the mal!l), would you take advantage of such a service?

8. What is the status of the Individual requiring today's
prescription? Check one: Actlive Duty or Famlly Member
Retired or Famtly Member

9. Please feel free to provide any comments.

Thank you for your valuable input.
MARY L. GABBARD

CPT, AN
Administrative Resident
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APPENDIX"B
i FACT SHEET

INTEGRATED MATERIEL COMPLEX
DEFENSE LOGISTICS AGENCY
DEFENSE DEPOT MECHANICSBURG, PENNSYLVANIA

CONSTRUCTION:
Construction Manager: H." B. Alexander & Son
Cost: $14,500,000
Completed: June 1987
EQUIPMENT:
Contracts Awarded
Installation: Beginning July 1987
Cost : $2k,500,000
COMPUTER:
Award Contract: August 1987
Installation: November 1987
Cost: $2,700,000
CAPACITY:
480,000 square feet
500,000 items stored
2,000 items received (one shift)
15,000 issued (one shift)
PURPOSE :

Increase productivity to enable DDM to meet expanding
work load with current resources
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APPENDIXY D
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' TOP 50 MEDICATION LIST ¥
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APPENDIX E

MAIL SERVICE PRESCRIPTION DRUG
WORK FLOW

EMPLOYEE PRESCRIPTION SUBMISSION

MAILS
PRESCRIPTION

........ + Patient mails prescription
to National Pharmacies
in pre-addressed envelope.

SORTED

MAIL RECEIPT
=9 « Mail opened and sorted.

[ SCREENING

* Prescription checked by pharmacist against
plan specifications.

J ° Generic substitution determined.
¢ National Drug Code Number with unique
check digit assigned.

¢ Patient instructions and days supply checked. ,

. * Drug information leaflet included. !

[ DATA ENTRY

*  Eligibllity verified on-line by name and

identification number,

¢ Quality Control checks performed based on
computerized patient profile.
Drug-to-medical condition check.
Drug-to-allergy check.
Premature refills evaluated,
On Line printing of labels and refill slips as
. well as coding of patient order,

QUALITY CONTROL

* Patient profile reviewed on line b
QUALITY apn h ' y

CONTROL/===7===="=~ - ¢ |f problem exists, Rx forwarded to
Professlonal Services area for
research and resolution.

PROFESSIONAL SERVICES

¢ Premature refills evaluated.

¢ Potential adverse reactions and abuse/misuse
situations evaluated.

* Pharmacist contacts physician if necessary to

determine resolution.

RETURN RX
TO PATIENT

PROBLEM

NO [ DISPENSING AREA

* The most frequently prescribed
drugs dispensed from automated
Baker cells activated by coded

patient order form.
* All olner non.compounded drugs
DlSl;%l\éilNG ---------------- < dispensed from vertical carousels
. similarly activated.
QUALITY ASSURANCE » Drugs requiring special preparation
* Final check performed by dispensed from compounding area.
& R.Ph. to ensure dispensing « Mail label provided only after
accuracy. computer verifies completion of
Quallty /- -4 Label checked against Rx. \ orde‘r). pletion @
ASSURANCE Visual check of medication is
performed.
+ Pharmacist seals package
before sending it to mailing
§ area.
[ MAILING
* Al items mailed 1st Class except
Class 1l controlled substances
vhich are mailed by UPS for
______________ receipted detivery.
MAILING ﬁ e All orders pre-sorted for more rapid
postal processing.
* Shock resistant packaging.

s No indication of medication on
package.




